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SECURITIES ACT OF 1933 
Release No. 5656/December 19, 1975 


PERMANENT SUSPENSION OF THE REGULATION A 
EXEMPTION OF SABER CORPORATION 


The Securities and Exchange Commission has ordered that 
the October 7, 1975 temporary suspension of the Regula- 
tion A exemption of Saber Corporation (““Saber’’) from 
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the registration requirements of the Securities Act of 1933 
become permanent. Saber is currently located at 7324 36th 
Avenue North, Minneapolis, Minnesota 55427. 


The suspension was ordered as a result of Saber’s public 
offering, pursuant to a notification filed April 11, 1973, of 
500,000 shares of 10-cent par value common stock at 50 
cents per share for an aggregate offering price of $250,000. 
The offering commenced on July 5, 1973, and was com- 
pleted on October 31, 1973. The officers of Saber acted as 
underwriters without commission. 


According to the order of permanent suspension, the Com- 
mission has reason to believe that: (a) the offering circular 
of Saber contained untrue statements of material facts and 
omitted to state material facts necessary in order to make 
the statements made, in light of the circumstances under 
which they were made, not misleading, particularly with 
respect to, among other things, the failure to disclose that 
Saber was in default under its contract of purchase for a 
campground, the failure to disclose that no title other than 
a 10-year lease could be obtained from the State of Min- 
nesota for 1200 feet of shoreline property and the failure to 
disclose the existence of a $20,000 loan to Saber; (4) the 
terms and conditions of Regulation A have not been met, 
Particularly with respect to, the offering circular was not 
amended to disclose the default on the campground con- 
tract of purchase, the offering circular was not amended to 
disclose that no title other than a 10-year lease could be 
obtained from the State of Minnesota for 1200 feet of 
shoreline property, and the offering circular was not 
amended to disclose the $20,000 loan to Saber; and (c) the 
offering was made in violation of Section 17 of the Securi- 
ties Exchange Act of 1933, as amended. 





SECURITIES ACT OF 1933 
Release No. 5657/December 22, 1975 


TEMPORARY SUSPENSION OF THE REGULATION B 
EXEMPTION OF PETCO OIL & GAS, INC. 


The Securities and Exchange Commission has issued an 
order temporarily suspending the Regulation B exemption 
from registration under the Securities Act of 1933 with 
regard to the public offering of fractional undivided inter- 
ests in oil and gas leases in the following Petco Oil & Gas, 
Inc. (Petco) offerings: 


Petco Oil & Gas, Inc. - W. Nekuza No. 1 (File No. 20- 
2083A17); Petco Oil & Gas, Inc. - South Tuskegee No. 1 
(File No. 20-2083A18); Petco Oil & Gas, Inc. - No. 2 C. H. 
Marley (File No. 20-2083A19); Petco Oil & Gas, Inc. - No. 
19 Rockelman (File No. 20-2083A20); Petco Oil & Gas, 
Inc. - No. 20 Eck (File No. 20-2083A21); Petco Oil & Gas, 
Inc., - No. 18 Victoria (File No. 20-2083A22). 


The Commission has reason to believe that the exemption 
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from registration afforded by Regulation B is unavailable 
because Petco has not complied with the terms and condi- 
tions of Regulation B in that (1) Petco was restrained and 
enjoined preliminarily on October 16, 1975, by the District 
Court of the State of Oklahoma, in and for the County of 
Oklahoma, from offering or selling securities without com- 
plying with provisions of the Oklahoma Securities Act, and 
(2) Petco failed to disclose, or in some cases misrepresented 
the effect of, the entering on October 16, 1975, of an order 
by the District Court of the State of Oklahoma, in and for 
the County of Oklahoma, which restrained and enjoined 
preliminarily Petco from offering or selling securities with- 
out complying with provisions of the Oklahoma Securities 
Act. 


SECURITIES ACT OF 1933 
Release No. 5658/December 22, 1975 


TEMPORARY SUSPENSION OF THE REGULATION B 
EXEMPTION OF U.S. CRUDE OIL & GAS, INC. 


The Securities and Exchange Commission has issued an 
order temporarily suspending the Regulation B exemption 
from registration under the Securities Act of 1933 with 
regard to the public offering of fractional undivided inter- 
ests in oil and gas leases in the following U.S. Crude Oil & 
Gas, Inc. (U.S. Crude) offerings: 


U.S. Crude Oil & Gas, Inc. - No. 1 Pratt (File No. 20- 
2107A3); U.S. Crude Oil & Gas, Inc. - No. 1 Chase Heirs 
(File No. 20:2107A6). 


The Commission has reason to believe that the exemption 
from registration afforded by Regulation B is unavailable 
because U.S. Crude has not complied with the terms and 
conditions of Regulation B in that (1) Petco Oil & Gas, Inc. 
an affiliate of U.S. Crude, was restrained and enjoined pre- 
liminarily on October 16, 1975, by the District Court of 
the State of Oklahoma, in and for the County of Okla- 
homa, from offering or selling securities without complying 
with provisions of the Oklahoma Securities Act, and (2) 
U.S. Crude failed to disclose the entering on October 16, 
1975, of an order by the District Court of the State of 
Oklahoma, in and for the County of Oklahoma, which re- 
strained and enjoined preliminarily Petco Oil & Gas, Inc., 
an affiliate of U.S. Crude from offering or selling securities 
without complying with provisions of the Oklahoma 
Securities Act. 


SECURITIES ACT OF 1933 
Release No. 5659/December 22, 1975 


TEMPORARY SUSPENSION OF THE REGULATION B 
EXEMPTION OF SHAY OIL COMPANY 


: 








b 


q 


_ 


— ._ — <- 





if 





The Securities and Exchange Commission has issued an 
order temporarily suspending the Regulation B exemption 
from registration under the Securities Act of 1933 with 
regard to the public offering of fractional undivided inter- 
ests in oil and gas leases in the following Shay Oil Com- 
pany (Shay) offerings: 


Shay Oil Company - No. 1 Kimball-State Prospect (File 
No. 20-1830A7). 


The Commission has reason to believe that the exemption 
from registration afforded by Regulation B is unavailable 
because Shay has not complied with the terms and condi- 
tions of Regulation B in that (1) Shay published and dis- 
tributed written advertisements which contained more than 
the information set forth in Rule 318(a); (2) Shay used, in 
addition to the offering sheet, sales literature which did 

not conform with Rule 318(a), contrary to Rule 318(b); 
and (3) Shay made use of the mails and means and instru- 
mentalities of transportation and communication in inter- 
state commerce to make in connection with the offer and 
sale of these interests untrue statements of material facts 
and omitted to state material facts necessary to make the 
statements made, in light of the circumstances under which 
they were made, not misleading. 


SECURITIES ACT OF 1933 
Release No. 5660/December 23, 1975 


NOTICE OF PROPOSED AMENDMENT TO RULE 306 
UNDER REGULATION B UNDER THE SECURITIES 
ACT OF 1933 TO REQUIRE OFFERORS TO BE REG- 
ISTERED BROKERS OR DEALERS (File No. S7-607) 


(Comment Period Expires January 31, 1976) 


The Commission today announced a proposed amendment 
to Rule 306 under Regulation B under the Securities Act 
of 1933 to require interests exempt under that regulation 
to be offered or sold only by brokers or dealers registered 
as such pursuant to Section 15 of the Securities Exchange 
Act of 1934. The Commission believes that this require- 
ment will help eliminate certain selling abuses, generally by 
persons who had not registered as brokers or dealers, in 
offerings under Regulation B. The extensive Commission 
and NASD regulations establishing standards with respect 
to training, experience and other qualifications of registered 
brokers and dealers together with the suitability and fair- 
dealing restrictions on their sales activities should help to 
reduce the prevalence of abusive practices. 


The proposed amendment would require that the offeror 

be a registered broker or dealer; but the issuer need not be 
a registered broker or dealer if all offers and sales of inter- 
ests created by the issuer for purposes of an offering pur- 

suant to Regulation B are made exclusively by a person so 
registered. Thus, an issuer need not register as a broker or 
dealer if the issuer utilizes the services of a registered 


broker or dealer. 


The Commission hereby proposes to amend Rule 306 pur- 
suant to Sections 3(b) and 19(a) of the Act, as amended. 
All interested persons are invited to submit their views and 
comments on this amendment to George A. Fitzsimmons, 
Secretary, SEC, Washington, D.C. 20549 on or before 
January 31, 1976. Such communication should refer to 
File No. S7-607. All such communications will be available 
for public inspection. The text of the proposed amendment 
to Rule 306 is attached hereto. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


Proposed Amendment to Rule 306 - Limitations on 
Offerors (addition in italics) 


(a) No change. 


(b) No exemption shall be available under Regulation B 
unless the offeror is a broker or dealer registered as such 
pursuant to Section 15 of the Securities Exchange Act of 
1934, as amended; provided that the issuer need not be a 
registered broker or dealer if all offers and sales of interests 
created by the issuer for purposes of an offering pursuant 
to this Regulation B are made exclusively by a registered 
broker or dealer. 


Note: See Rule 300(a)(7) for the definition of the term 
“offeror”. 


(c) No change. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11930/December 17, 1975 


In the Matter of 

AMERICAN STOCK EXCHANGE, INC. 

86 Trinity Place 

New York, NY 10006 

(SR-Amex-75-3) 

ORDER APPROVING PROPOSED RULE CHANGE 

On September 16, 1975, the American Stock Exchange, 
Inc. (“Amex”) filed with the Commission, pursuant to Sec- 
tion 19(b)(1) of the Securities Exchange Act of 1934, 15 


U.S.C. 78(s)(b)(1), as amended by Pub. L. No. 94-29, §16 
(June 4, 1975) (the ““Act’’), and Rule 19b-4 thereunder, 
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copies of a proposed rule change. Amex amended such fil- 
ing by Amendment No. 1 submitted on November 17, 
1975. 


The proposed rule change is to add twenty (20) new option 
classes to be traded on the Amex, thereby expanding the 
Amex options program from forty (40) option classes to 
sixty (60) option classes. 


Notice of the proposed rule change together with the terms 
of substance of the proposed rule change was given by pub- 
lication of a Commission Release (Securities Exchange Act 
Release No. 11679, September 25, 1975) and by publica- 
tion in the Federal Register (40 Fed. Reg. 45879, October 
3, 1975). 


As a pre-condition to the Commission's approval of the pro- 
posed rule change, Amex has adopted certain corrective 
measures relating to options trading practices and the re- 
porting of options transactions by registered traders. 
Specifically, Amex has adopted a new regulatory report for 
the reporting of option transactions by registered traders, 
instituted a system to spot-check compliance by registered 
traders with reporting requirements, amended its Rule 958 
to require that at least one registered trader be present in 
the trading crowd when a customer’s order is presented by 
a floor broker for execution, and prepared a circular for 
distribution to all floor members concerning these new 
procedures. 


Accordingly, the Commission finds that the proposed rule 
change is consistent with the requirements of the Act and 
the rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the requirements of 
Section 6 of the Act and the rules and regulations there- 
under. 


IT 1S THEREFORE ORDERED, pursuant to Section 19 
(b)(2) of the Act, that the proposed rule change filed with 
the Commission on September 16, 1975, as thereafter 
amended, be, and it hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11931/December 17, 1975 


The Securities and Exchange Commission announced pur- 
suant to Section 12(k) of the Securities Exchange Act of 
1934 (“Exchange Act”) the temporary suspension of ex- 
change and over-the-counter trading for an additional single 
ten-day period commencing at midnight (EST) on Decem- 
ber 18, 1975 and continuing through midnight (EST) on 
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December 28, 1975 of the securities of GAC Corporation 
(“GAC”), a Delaware corporation, and of GAC Properties 
Credit, Incorporated (“Credit’’), a Florida corporation, 
with principal executive offices of both companies located 
at 201 Alhambra Circle, Coral Gables, Florida. 


The suspension was ordered because of (1) continuing un- 
certainty concerning the financial condition of GAC, GAC 
Properties, Inc., a wholly-owned subsidiary of GAC, and 
Credit, a wholly-owned subsidiary of GAC Properties, Inc.; 
and (2) questions concerning transactions between these 
companies and their affiliates. 


The Commission cautions broker-dealers, shareholders, and 
prospective purchasers that they should carefully consider 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no quota- 
tion may be entered unless and until they have strictly 
complied with all of the provisions of said rule. If any 
broker or dealer has any questions as to whether or not he 
has complied with said rule, he should not enter any quota- 
tion but immediately contact the staff of the Division of 
Enforcement in Washington, D.C. If any broker or dealer 

is uncertain as to what is required by Rule 15c2-11, he 
should refrain from entering quotations relating to the 
securities in question until such time as he has familiarized 
himself with said rule and is certain that all of its provisions 
have been met. If any broker or dealer enters any quotation 
which is in violation of said rule, the Commission will con- 
sider the need for prompt enforcement action. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11932/December 17, 1975 


Admin. Proc. File No. 3-4822 

In the Matter of the Application of 

OSCAR E. COLLIER for an order staying the 
NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


ORDER DENYING REHEARING ON APPLICATION 
FOR A RESTRAINT ON PUBLICATION 


IT iS ORDERED that the Petition for Rehearing in the 
above matter is hereby denied. 


By the Commission. 


George A. Fitzsimmons 
Secretary 

















SECURITIES EXCHANGE ACT OF 1934 
Release No. 11933/December 17, 1975 


NOTICE OF FILING, BY THE NEW YORK STOCK 
EXCHANGE, INC., OF PROPOSED CHANGES IN THE 
RULES OF THE DEPOSITORY TRUST COMPANY 
(File No. SR-NYSE-75-19) 


The New York Stock Exchange, Inc. (“NYSE”) has sub- 
mitted, pursuant to Rule 19b-4 under the Securities Ex- 
change Act of 1934 (the “Act’’}, proposed changes in the 
rules of the NYSE’s depository subsidiary, The Depository 
Trust Company (“DTC”). The rule changes, if approved, 
will effect changes in DTC’s schedule of fees to users. 


In its filing, DTC states that the purpose of the changes in 
the fee schedule is “‘to increase, and fairly allocate, the fees 
imposed upon Participants to cover increases in estimated 
expenditures and decreases in revenues arising from new 
variations in DTC services resulting from the introduction 
by Stock Clearing Corporation (“SCC”) and American 
Stock Exchange Clearing Corporation in the middle of 

1975 of the CNS System for the settlement of securities 
transactions and the anticipated inclusion of Exchange odd- 
lot settlements in the CNS System.” 


Publication of the proposed rule changes is expected to be 
made in the Federal Register during the week of December 
22, 1975. Interested persons are invited to submit written 
data, views and arguments concerning the submission within 
three weeks from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. Copies of 
the filings will also be available at the principal office of 
the NYSE. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11934/December 17, 1975 


In the Matter of 

THE CHICAGO BOARD OPTIONS EXCHANGE, INC. 
LaSalle at Jackson 

Chicago, Illinois 60604 

(SR-CBCE-75-3) 


ORDER APPROVING PROPOSED 
RULE CHANGE 


On September 12, 1975, the Chicago Board Options Ex- 
change, Inc. filed with the Commission, pursuant to Sec- 
tion 19(b) of the Securities Exchange Act of 1934 (the 
“Act’’), as amended by the Securities Acts Amendments of 
1975, and Rule 19b-4 thereunder, copies of a proposed rule 
change to alter the composition of its Board of Directors 
and to adopt various related procedural amendments. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was given 
by publication of a Commission Release (Securities Ex- 
change Act Release No. 34-11675, September 24, 1975) 
and by publication in the Federal Register (40 Fed. Reg. 
14903, September 30, 1975). 


The Commission finds that the proposed rule change is con- 
sistent with the requirements of the Act and the rules and 
regulations thereunder applicable to registered national 
securities exchanges, and in particular, the requirements of 
Section 6 and the rules and regulations thereunder. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on September 12, 1975, be, and it 
hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11936/December 17, 1975 


The Securities and Exchange Commission announced pur- 
suant to Section 12(k) of the Securities Exchange Act of 
1934 (“Exchange Act”) the temporary suspension of ex- 
change and over-the-counter trading for the ten-day period 
from December 18, 1975 through December 27, 1975 of 
the securities of Generics Corporation of America 
(“Generics”), a Delaware corporation with principal execu- 
tive offices located at 333 Sylvan Avenue, Englewood 
Cliffs, New Jersey 07632. 


The Commission entered the suspension of trading in the 
securities of Generics at the request of the company in 
light of the continuing lack of accurate and adequate in- 
formation available to the public concerning the company’s 
financial condition and operations, particularly including 
questions relating to the valuation of inventory. 


The Commission cautions broker-dealers, shareholders, and 
prospective purchasers that they should carefully consider 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 
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Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no quota- 
tion may be entered unless and until they have strictly com- 
plied with all of the provisions of said rule. If any broker or 
dealer has any questions as to whether or not he has com- 
plied with said rule, he should not enter any quotation but 
immediately contact the staff of the Division of Enforce- 
ment in Washington, D.C. If any broker or dealer is uncer- 
tain as to what is required by Rule 15c2-11, he should re- 
frain from entering quotations relating to the securities in 
question until such time as he has familiarized himself with 
said rule and is certain that all of its provisions have been 
met. If any broker or dealer enters any quotation which is 
in violation of said rule, the Commission will consider the 
need for prompt enforcement action. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11937/December 18, 1975 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY MIDWEST SECURITIES TRUST COMPANY 
(File No. SR-MSTC-75-4) 


The Midwest Securities Trust Company submitted on 
November 24, 1975 a proposed rule change under Rule 
19b-4 to implement its Depository Input Satellite System 
(“DIS System’’). The DIS System would allow MSTC par- 
ticipants to deliver securities to banks acting as agents of 
MSTC and to receive credit for these deposits prior to the 
actual physical delivery of such securities from the banks 
to MSTC. 


Publication of the submission is expected to be made in 
the Federal Register during the week of December 22, 
1975. In order to assist the Commission to determine 
whether to approve the proposed rule change or institute 
proceedings to determine whether the proposed rule change 
should be disapproved, interested persons are invited to 
submit written data, views and arguments concerning the 
submission within 21 days from the date of publication in 
the Federal Register. Persons desiring to make written sub- 
missions should file six copies thereof with the Secretary 
of the Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. Refer- 
ence should be made to File No. SR-MSTC-75-4. 


Copies of the submission and of all written comments will 
be available for inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be available 
at the principal office of the above-mentioned self- 
regulatory organization. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


754/SEC DOCKET 


George A. Fitzsimmons 
Secretary 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11938/December 18, 1975 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
BY THE OPTIONS CLEARING CORPORATION 
(File No. SR-OCC-75-6) ¢ 


The Options Clearing Corporation (“OCC”) has submitted, 
pursuant to Rule 19b-4 under the Securities Exchange Act 
of 1934, proposed amendments to OCC’s rules. The rules 
to be amended are Rule 602(c); Rule 610(j), (k), and (I); 
Rule 804; Rule 916; Rule 1106(d). 


OCC’s filing states that the proposed rule changes are in- 
tended to clarify the provisions of the rules of OCC with 
respect to specific and escrow deposits and the withdrawal 
of margin deposited in respect of exercised option con- 
tracts. 


Specifically, proposed Rule 916 and the proposed amend- 
ments to Rule 602(c) and 610(j) are intended to make it 
clear that if settlement in respect of an exercised option 
contract is to be made through a correspondent clearing 
corporation, margin and other deposits held by OCC in 
respect of the exercised contract may not be withdrawn by 
the depositing clearing member until the clearing member 
has satisfied its obligations to the correspondent clearing 
corporation on the exercise settlement date. If the clearing 
member fails to meet those obligations and its exercise set- 
tlement account with the correspondent clearing corpora- 
tion is closed out, proposed Rule 916 would expressly per- 
mit OCC to apply such margin and other deposits against 
any loss incurred by the correspondent clearing corporation 
by reason of the close-out. 


The proposed amendment to Rule 1106(d) is designed to 
set forth expressly the procedure which OCC will follow 
with respect to open short positions covered by specific or 
escrow deposits in accounts of suspended clearing members. 


The proposed amendments to Rules 610(k), 610(I) and 804 
are intended to clarify ambiguities in the current text of 
those rules. In addition, the proposed amendment to Rule 
610(I) would provide a procedure for allocating assign- 
ments to particular short positions covered by specific and 
escrow deposits in cases in which a clearing member is sus- 
pended and OCC is unable to determine the particular cus- 
tomer or non-customer to whom the assignment was 
allocated by the clearing member under Rule 804. 


Publication of the submission is expected to be made in the 
Federal Register during the week beginning December 22, 
1975. Interested persons are invited to submit written data, 
views and arguments concerning the submission within 21 







$ 








rr 


> azar 


“- -f.% 


on 


2, 
ata, 
4) 








days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file 

six copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North Capitol 
Street, N.W., Washington, D.C. 20549. Reference should be 
made to File No. SR-OCC-75-6. 


Copies of the submission and of all written comments will 
be available for inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be available 
at the principal office of OCC. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11939/December 18, 1975 


SECURITIES INVESTOR PROTECTION ACT OF 1970 
Release No. 54/December 18, 1975 


Admin. Proc. File No. 3-4612 
In the Matter of 


KING SECURITIES OF CHICAGO, INC. 
3214 W. 63rd Street 
Chicago, Illinois 


(8-16706) 


FINDINGS AND ORDER IMPOSING 
REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securities Ex- 
change Act of 1934 (Exchange Act) and the Securities In- 
vestor Protection Act of 1970, King Securities of Chicago, 
Inc. (Registrant), a registered broker-dealer, failed to answer 
the order that instituted these proceedings and is therefore 
in default. 1/ 


On the basis of that order it is found that: 


1. Registrant willfully violated Section 17(a) of the 
Securities Act of 1933. 


2. Registrant willfully violated Section 10(b) of the Ex- 
change Act and Rule 10b-5 promulgated thereunder. 


3. Registrant willfully violated Section 15(c) of the Ex- 
change Act and Rule 15c3-1 thereunder. 


4. Registrant willfully violated Section 17(a) of the Ex- 


change Act and Rule 17a-3 thereunder. 


5. Registrant willfully violated Section 7(c(1) of the Ex- 
change Act and Regulation T promulgated thereunder by 
the Board of Governors of the Federal Reserve System. 


6. Registrant, on September 15, 1972 was permanently 
enjoined from further violations of Section 17(a) of the 
Securities Act of 1933 and Sections 10(b), 15(c), and 
17(a) of the Exchange Act and Rules 10b-5, 15c3-1, and 
17a-3 thereunder. 


In view of the foregoing, it is in the public interest to 
revoke Registrant's broker-dealer registration. 


Accordingly, IT iS ORDERED that the registration as a 
broker and dealer of King Securities of Chicago, Inc. be, 
and it hereby is, revoked. 


For the Commission, by its Secretary, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 


1/ Rule 7(e) of the Commission’s Rules of Practice pro- 
vides that the allegations in that order may be deemed true 
as to a defaulting respondent. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11940/December 18, 1975 


In the Matter of 


PACIFIC STOCK EXCHANGE, INCORPORATED 
618 South Spring Street 
Los Angeles, California 90014 


(SR-PSE-75-5) 
ORDER APPROVING PROPOSED RULE CHANGE 


On November 3, 1975, the Pacific Stock Exchange, Incor- 
porated, (“PSE”) filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 (the 
“Act’’), as amended by the Securities Acts Amendments of 
1975, and Rule 19b-4 thereunder, copies of a proposed rule 
change. 


The proposed rule change amends Section 2(h-a) of Rule 
XX of PSE relating to buy-in procedures for listed and 
over-the-counter securities. 


Notice of the proposed rule change together with the terms 
of substance of the proposed rule change was given by pub- 
lication of a Commission Release (Securities Exchange Act 
Release No. 11798, November 7, 1975) and by publication 
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in the Federal Register (40 Fed. Reg. 52774, November 12, 
1975). 


The Commission finds that the proposed rule change is con- 
sistent with the requirements of the Act and the rules and 
regulations thereunder applicabie to PSE. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on November 3, 1975, be, and hereby 
is, approved. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11941/December 18, 1975 


In the Matter of 


PACIFIC STOCK EXCHANGE, INCORPORATED 
618 South Spring Street 
Los Angeles, California 90014 


(SR-PSE-75-6) 
ORDER APPROVING PROPOSED RULE CHANGE 


On November 3, 1975, the Pacific Stock Exchange, Incor- 
porated (“’PSE”’), filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 (the 
“Act’’), as amended by the Securities Acts Amendments 
of 1975, and Rule 19b-4 thereunder, copies of a proposed 
rule change. 


The proposed rule change amends Section 5 of Rule XX of 
PSE to provide procedures dealing with the operations of 
Pacific Securities Depository Trust Company and Pacific 
Clearing Corporation and the services provided by the two 
entities for each other. 


Notice of the proposed rule change together with the terms 
of substance of the proposed rule change was given by pub- 
lication of a Commission Release (Securities Exchange Act 

Release No. 11799, November 7, 1975) and by publication 
in the Federal Register (40 Fed. Reg. 52774, November 12, 
1975). 


The Commission finds that the proposed rule change is con- 
sistent with the requirements of the Act and the rules and 
regulations thereunder applicable to PSE. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
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with the Commission on November 3, 1975, be, and it 
hereby is, approved. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11942/December 19, 1975 


ADOPTION OF RULE 19c-1 UNDER THE SECURITIES 
EXCHANGE ACT OF 1934 GOVERNING OFF-BOARD 
TRADING BY MEMBERS OF NATIONAL 
SECURITIES EXCHANGES 


The Securities and Exchange Commission, pursuant to the 
authority vested in it by the Securities Exchange Act of 
1934 (the ““Act”’), 1/ has adopted Rule 19c-1 under the 
Act. 2/ effective March 31, 1976, to reflect the Commis- 
sion’s determination that certain aspects of those rules of 
national securities exchanges which limit or condition the 
ability of members to effect transactions otherwise than 
on such exchanges (“‘off-board trading rules”) identified in 
Securities Exchange Act Release No. 11628 (September 2, 
1975) (the “September Report’’) 3/ impose burdens on 
competition which cannot be justified in terms of the 
regulatory objectives of the Act. 4/ 


Rule 19c-1 will not go into effect until March 31, 1976; 
prior to that time existing exchange off-board trading rules 
may continue. After March 31, 1976, and until January 2, 
1977, exchange rules may not prevent a member of an ex- 
change, acting as agent, from effecting transactions in 
listed securities on other exchanges or over-the-counter, 
with a third market maker or nonmember block positioner, 
except that exchange rules may require members effecting 
such transactions to satisfy limit orders left with a special- 
ist or represented through any other limit order mechan- 
ism. After January 2, 1977, such requirements that limit 
orders be satisfied will cease to be in effect. 


Rule 19c-1, however, will not prevent exchanges from hav- 
ing rules restricting exchange members from effecting 
transactions “in-house” as agent for both buyer and seller 
or with persons other than a qualified third market maker 
or nonmember block positioner. 


As used in this release, the term “‘over-the-counter” refers 
to all transactions executed otherwise than on the floor of 
an exchange, including transactions executed by a member 
firm “in-house” or “upstairs.” 


For a more complete description of Rule 19c-1 see page 776 


below. 
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The Commission has determined not to take any action at 
this time with respect to off-board restrictions on principal 
transactions. Despite the anticompetitive effects of such 
rules and the benefits which the Commission believes would 
be derived from improved market maker competition, the 
questions of timing of elimination of these restrictions, and 
of the need for implementation of additional regulatory 

and technological changes to ensure that such competition 
develops in a fair and orderly manner, merit additional 
study. The Commission intends, however, to reconsider this 
decision no later than March 1, 1977, after it has had the 
conclusions and counsel of the National Market Advisory 
Board. Progress by that date toward implementation of 
additional elements of a national market system will be 
material to our decision then as to whether it still appears 
appropriate to establish a firm date for elimination of off- 
board restrictions on principal transactions. 


|. INTRODUCTION 


Section 11A(c)(4)(A) of the Act, as added by the Securities 
Acts Amendments of 1975 (the “1975 Amendments”), 
directs the Commission to review any and all off-board 
trading rules of national securities exchanges. The legislative 
history of Section 11A(c)(4)(A) requires the Commission 
to review such rules de novo and to evaluate them in light 
of the purposes of the Act and in consideration of certain 
competitive standards made explicit by the 1975 Amend- 
ments. 5/ 


Section 11A(c)(4)(A) also provides that, on or before 
September 2, 1975, the Commission shall (i) report to the 
Congress the results of this review, including the effects on 
competition of these rules, and (ii) commence a proceed- 
ing, in accordance with Section 19(c) of the Act, to amend 
any such rules imposing a burden on competition which 
does not appear to the Commission to be necessary or 
appropriate in furtherance of the purposes of the Act. 


Pursuant to the Congressional mandate of Section 11A(c) (4) 
(A), on September 2, 1975, the Commission reported the 
results of its review to the Congress, concluding that ex- 
change off-board trading rules did impose burdens on 
competition, 6/ and issued its September Report to the 
public. The September Report contained the text of the 
Commission’s report to the Congress, proposed certain 
alternative rules to substitute for existing off-board trading 
rules (designated as proposed Rules 19c-1 [A], [B] and 
[C] ,7/ and announced commencement of the proceeding 
required by Section 11A(c)(4)(A) of the Act to determine: 


(i) the extent to which existing off-board trading rules do 
engender significant anti-competitive effects; 


(ii) whether, although such rules are anti-competive, there 
are countervailing considerations which appropriately out- 
weigh the need to abrogate or amend such rules at the 
present time; and 


(iii) whether such rules could be appropriately modified so 
as to further the purposes of the Act. 8/ 


The September Report solicited comments from interested 
persons on the Commission’s proposed rules in terms of the 
arguments and considerations expressed in the Commis- 
sion’s report to Congress concerning existing off-board trad- 
ing rules and in terms of the interests of different types of 
securities customers and of various segments of the securi- 
ties industry. 9/ The Commission also held eight days of 
oral hearings, beginning October 14, 1975 and concluding 
on October 23, 1975 (the “October Hearings”), with respect 
to existing off-board trading rules and the Commission’s 
proposed rules to examine further those arguments, con- 
cerns and interests. 10/ In addition, in the course of its 
review of the materials compiled during the course of the 
proceeding, the Commission has also considered certain 
prior studies of the question of off-board trading rules, 
including, inter alia, certain prior hearings, 11/ studies, 
policy statements and reports of advisory committees, 12/ 
as well as Congressional hearings and reports. 


11. BACKGROUND 
A. Existing Off-Board Trading Rules 


Each of the nation’s registered securities exchanges present- 
ly has rules which limit or condition the ability of members 
to effect transactions over-the-counter either for their own 
accounts (transactions as principal) or for the accounts of 
others (transactions as agent) in securities listed, or ad- 
mitted to unlisted trading privileges, on such exchanges. 13/ 
While the procedures a member is required to follow in 
order to effect such transactions vary from exchange to 
exchange, such rules have certain salient characteristics in 
common. 


Each existing exchange off-board trading rule requires, at a 
minimum, that agency orders which a member intends to 
execute over-the-counter be disclosed on the exchange floor 
and subjected to possible displacement by one or more cate- 
gories of buying or selling interest on the floor (i.e., limit 
orders entered on the specialist's book, public bids or 

offers represented in the “crowd,” and bids and offers by 
members, including specialists, for their own accounts). 
These rules generally require that the proposed transaction 
price in the over-the-counter market must be more favorable 
than any price bid or offered on the exchange floor. Off- 
board principal transactions are either proscribed by exist- 
ing rules (unless permission is obtained in each case) or 
subject to similar procedures. 


Rule 394 of the NYSE permits members to effect off- 
board agency transactions only upon compliance with cer- 
tain detailed conditions. Among these are requirements that 
(i) the transaction may be effected only with a “qualified 
third market maker,” as defined in Rule 19b-1 under the 
Act; (ii) a “diligent effort’’ must be made to explore the 
market on the floor prior to soliciting third market inter- 
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est; (iii) a report of such effort along with certain addi- 
tional information (including the details of the effort made 
to explore the floor and the extent of the specialist's inter- 
est), must be made to a floor governor prior to soliciting 
third market interest; (iv) a reoffering of the transaction 
must be made on the floor after any solicitation of third 
market interest to permit displacement by public orders 
represented in the crowd and on the specialist’s book and 
by the specialist acting as dealer if the specialist advised the 
member of his interest prior to solicitation of the third 
market maker; and (v) a subsequent report must be made 
of the particulars of the off-board transaction. The rule 
has been interpreted to require members wishing to effect 
agency trades off-board to disclose the size and side of the 
market of their customers’ orders to the specialist during 
the course of exploring the floor. 14/ Off-board principal 
trades (with certain exceptions) require permission in 

each case. 


Amex Rule 5 provides that a member may execute a trans- 
action off-board either as principal or agent only if the ex- 
change member has obtained the prior permission of the 
exchange. The Commission understands that the Amex will 
approve a transaction by a member as principal or as agent 
for a customer if the member can “reasonably demon- 
strate” that a better execution can be obtained. The Amex 
staff weighs the request in terms of the character of the 
market, the price and size of the transaction and related 
factors; after a discussion of these facts with a floor of- 
ficial, the request will be granted “if the Exchange is 
satisfied, in each instance, that the transaction can be 
executed more advantageously off the Exchange.” Assum- 
ing compliance with this Amex procedure results in per- 
mission for an off-floor transaction, that permission is con- 
ditioned on satisfying certain orders on the specialist's 
book, and interest by the specialist and other floor pro- 
fessionals. 


Regional exchange off-board trading rules generally re- 
quire (either explicitly or by interpretation) no more than 
that agency or principal orders to be effected off-board be 
bid for or offered orally on the exchange floor and yield 
priority to limit orders and (under certain circumstances) 
to specialist orders. 15/ 


B. Effects of Existing Off-Board Trading Rules on Competi- 
tion. 


As described in the September Report and the Appendices 
thereto and at the October Hearings, and as more fully dis- 
cussed below, exchange off-board trading rules effectively 
compel transactions in listed securities by exchange mem- 
bers, as principal or as agent, to be executed on the floor of 
an exchange (even though such rules generally contain pro- 
visions prescribing a means by which such transactions, 
under special circumstances, may be effected over-the- 
counter). Thus, a member of an exchange (with exceptions 
pertaining to over-the-counter market maker members of 
certain exchanges and certain types of transactions ex- 
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empted from the requirements of off-board trading rules 
by their terms) 16/ acting as principal (/.e., buying or sell- 
ing for his own account) is prevented from (i) making a 
bona fide continuous two-sided round lot market over-the- 
counter; (ii) executing customers’ orders as principal over- 
the-counter; (iii) “positioning” a portion of a large block 
(by acquiring stock for his own account) over-the-counter 
to facilitate a block trade; and (iv) acquiring or disposing 
of investment positions over-the-counter. 


Similarly, a member of an exchange acting as agent (i.e., 
buying or selling for the account of another person) is 
barred from (i) effecting an over-the-counter transaction in 
a security listed or traded on the exchange for a customer 
directly with a third market maker or broker or an institu- 
tional buyer or seller; (ii) crossing both sides of a large 
block transaction, acting as agent for both, in-house, and 
(iii) crossing small retail orders, acting as agent for both 
sides, in-house. 17/ 


Notwithstanding the requirements of exchange off-board 
trading rules with respect to over-the-counter transactions, 
those rules in no way affect the ability of exchange mem- 
bers to effect transactions of the type described above, 
either as principal or as agent, on any exchange. Thus, a 
member of the NYSE, bound by the terms of NYSE Rule 
394 in connection with any over-the-counter transaction, 
is not inhibited or impeded by that rule in effecting trans- 
actions (whether as a specialist, as a block trader, or in any 
other principal or agency capacity) on, for example, the 
Midwest, Pacific or Cincinnati Stock Exchanges. 18/ Since 
one of the primary justifications advanced by each ex- 
change for retention of its off-board trading rules (in one 
form or another) is the need to afford priority and execu- 
tion protection to various categories of buying or selling 
interest represented on the floor of that exchange (i.e., 
public limited price orders entered on the specialist's 
book, public orders represented in the “crowd,” orders for 
the specialist’s own account, and orders for the accounts 
of other members), the existing ability of exchange mem- 
bers to avoid exposure to and displacement by such interest 
on the floor of any particular exchange (e.g., the NYSE) 
by choosing among exchanges the one best suited to the 
member’s purposes for an execution is of special signific- 
ance and raises serious questions of fairness and equality of 
opportunity with respect to competing markets, competing 
market makers, competing brokers and competing cus- 
tomers (both retail and institutional). 


In the present environment, competition among market 
makers in exchange-listed, multiply-traded securities is 
imperfect for a number of reasons, not the least of which 
is the effects of exchange off-board trading rules. Because 
of exchange off-board trading rules, over-the-counter 
market makers are unable, as a practical matter, to com- 
pete effectively with exchange specialists in attracting 
those orders: competition between over-the-counter market 
makers and exchange specialists is distorted by the captive 
nature of agency orders represented by exchange members. 
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In addition, members of exchanges which otherwise would 
be willing to devote their financial resources and skills to 
over-the-counter market making in exchange-listed securi- 
ties are prevented from doing so. Thus, exchange markets 
and exchange specialists enjoy, in large part as a consequ- 
ence of off-board trading rules, important competitive ad- 
vantages over the third market and over-the-counter 
market makers, respectively. 19/ 


Off-board trading rules also interfere with the fairness of 
competition among brokers and among customers. Ex- 
change members acting as brokers, for example, are limited 
to exchange markets in seeking executions for their cus- 
tomers, while nonmember brokers are not. Nonmember 
brokers, of course, must pay commissions to exchange mem- 
bers or otherwise compensate them in order to obtain 
access to exchange markets. In addition, exchange member 
brokers are prevented from realizing such efficiencies from 
the in-house crossing of orders (large and small) as that 
method of doing business may entail. 20/ Discrimination 
among customers is a direct product of off-board trading 
rules for several reasons. First, those rules have the effect 
of limiting opportunities for execution of “not held” and 
“market” orders in order to subordinate the interests of 
customers having such orders to those of the market place 
at large, and particularly to those of customers which enter 
limited price orders in the specialist’s book. Second, while 
institutions may direct orders to over-the-counter market 
makers or to an exchange market for execution, relatively 
modest orders of smaller customers are confined to ex- 
change markets because of restrictions placed upon mem- 
bers of the “‘primary” exchanges (who represent the great 
majority of non-institutional customers). 


C. Relevant Regulatory Objectives of the Securities Acts 
Amendments of 1975. 


A major underlying basis for the Securities Acts Amend- 
ments of 1975 was the view of Congress that “because of 
execessive and unnecessary regulatory restraints, competi- 
tion in the securities industry has not been as vigorous and 
as effective in advancing the public interest as it could 

be.” 21/ The Congress, therefore, made pervasive changes 
throughout the Act “to charge the Commission with an 
explicit obligation to eliminate all present and future 
competitive restraints that cannot be justified by the pur- 
Poses of the Exchange Act.” 22/ 


In addition, Congress determined that the secondary trad- 
ing markets for securities ‘could be substantially improved 
by the prompt development and implementation of a 
central or national market system.” 23/ In this regard, Con- 
gress described the legislation thus: 


The bill approaches the problem of encouraging the devel- 
opment and implementation of a national market system 
from the point of view of preserving the competing markets 
for securities that have developed, breaking down all bar- 
riers to competition that do not serve a valid regulatory pur- 


pose, and encouraging maximum reliance on communication 
and data processing equipment consistent with justifiable 
costs. 24/ 


The Congressional commitment to a national market sys- 
tem is reflected in an amendment to the list of regulatory 
purposes of the Act enumerated in Section 2: 


[T] ransactions in securities as commonly conducted upon 
securities exchanges and over-the-counter markets are af- 
fected with a national public interest which makes it neces- 
sary .. . to remove impediments to and perfect the mech- 
anism of a national market system for securities . . . . 


In addition, Section 11A(a)(2) expressly directs the Com- 
mission to use its authority under the Act to facilitate the 
development of a national market system in accordance 

with the findings and objectives of Section 11A(a)(1). 25/ 


The Congress determined, however, that, because the 
nation’s securities markets are in dynamic change and in 
some respects are delicate mechanisms, the Congress 
should establish a statutory scheme which explicitly grant- 
ed the Commission broad flexibility and authority to over- 
see the implementation of a national market system in 
accordance with the enumerated broad goals and objec- 
tives. 26/ In so doing the Congress stressed the importance 
of maximum reliance on economic forces and enhancement 
of competition in furthering the evolutionary development 
of a national market system and in achieving the goals and 
principles enunciated in Section 11A. The Senate Commit- 
tee stated this philosophy in its Report as follows: 


In 1936, this Committee pointed out that a major responsi- 
bility of the SEC in the administration of the securities 
laws is to “create a fair field of competition.” This re- 
sponsibility continues today. The bill would more clearly 
identify this responsibility and clarify and strengthen the 
SEC’s authority to carry it out. The objective would be to 
enhance competition and to allow economic forces, inter- 
acting within a fair regulatory field, to arrive at appropriate 
variations in practices and services. It would obviously be 
contrary to this purpose to compel elimination of differ- 
ences between types of markets or types of firms that 
might be competition-enhancing. 27/ 


In addition, to aid the Commission in discharging its re- 
sponsibilities and obligations under the Act, and to smooth 
the development of a national market system, Congress 
determined to establish a National Market Advisory 

Board. 28/ One of the primary functions of the Board is to 
study and make recommendations to the Commission as to 
the steps it finds appropriate to facilitate the establishment 
of a national market system. 29/ The Board is also charged 
with a responsibility to furnish the Commission its views 
on significant regulatory proposals made by the Commis- 
sion concerning the establishment, operation and regulation 
of the securities markets. 30/ 
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While Congress imposed the duty generally on the Commis- 
sion to eliminate anti-competitive restraints not necessary 
or appropriate, in furtherance of the purposes of the Act, 
and while Congress charged the Commission with achieving 
the broad objectives of a national market system, it never- 
theless determined to single out off-board trading rules of 
exchanges for immediate consideration. Thus, Section 
11A(c)(4)(A) of the Act compels the Commission to de- 
termine whether existing exchange off-board trading rules 
impose burdens on competition and, if so, whether such 


rules appear to the Commission to be necessary or appropri- 


ate in furtherance of the purposes of the Act, and to do so 
within a specified statutory time frame. The standards of 
the Act against which off-board trading restrictions are to 
be measured were enumerated by the Commission in its 
September Report, namely: 


(1) the protection of investors; 31/ 
(2) the maintenance of fair and orderly markets; 32/ 


(3) the removal of impediments to, and the perfection of a 
mechanism for, a national market system for securities; 33/ 


(4) fair competition among brokers and dealers, among ex- 
change markets, and markets other than exchange 
markets; 34/ 


(5) prevention of unfair discrimination between customers, 
between brokers and between dealers; 35/ 


(6) the practicability of brokers executing investors’ 
orders in the best market; 36/ 


(7) economically efficient execution of securities trans- 
actions; 37/ and 


(8) an opportunity, consistent with the standards indicated 
in subparagraphs (6) and (7) above, for investors’ orders 
to be executed without the participation of a dealer. 38/ 


There is something of a conflict, of course, between the 
objective of centralization of order flow with the other 
objective of acting now to enhance competition among 
market makers by eliminating or amending off-board trad- 
ing rules. The inherent conflict between these otherwise 
antithetical goals can only be reconciled fully when a 
national market system has been achieved. Thus, while the 
Commission must give great weight to the findings and 
conclusions of Congress in Section 11A, it must also 
attempt to balance and weigh these goals to achieve the 
maximum accommodation possible under the imperfect 
circumstances which exist today. 


Congress attempted to provide some guidance in balancing 
certain of the goals which were perceived to have a po- 
tential for conflict. S. 249, as introduced in January, 1975, 
did not suggest any priorities in the list of goals enumerated 
in Section 11A(a)(1)(C), but it was later revised, apparently 
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in response to comments, to resolve the inherent tension 
perceived between two of the enumerated objectives: (a) 
assuring economically efficient execution of securities 
transactions and (b) assuring an opportunity for investors’ 
orders to meet without intervention of a dealer. The 
Senate Report described the resolution thus: 


“[1]t is in the public interest to assure . . . an opportunity 
for investor orders to be executed without the intervention 
of a dealer, so Jong as such opportunity would be consistent 
with an economically efficient mechanism for the execution 
of transactions . . . 39/ [Emphasis supplied.] 


In addition, the Committee on Conference, without com- 
ment or elaboration, further conditioned the objective of 
execution without intervention of a dealer on the goal of 
assuring the practicability of brokers executing investors’ 
orders in the best market. Thus, an opportunity for in- 
vestors’ orders to meet without the intervention of a dealer 
is an important goal of the Act, but only when it may be 
achieved in a manner consistent with the economically ef- 
ficient execution of securities transactions and the practic- 
ability of brokers executing investors’ orders in the best 
market. 


Further, it is important to note that, despite the pervasive 

changes made in the statute to require the Commission to 

consider and weigh the competitive consequences of all its 
decisions, Congress specifically did not require adoption of 
the least anti-competitive alternative available. The Senate 
Committee described the interaction of the statutory pur- 

Poses as follows: 


This explicit obligation to balance, against other regulatory 
criteria and considerations, the competitive implications of 
self-regulatory and Commission action should not be viewed 
as requiring the Commission to justify that such actions be 
the least anti-competitive manner of achieving a regulatory 
objective. Rather, the Commission’s obligation is to weigh 
competitive impact in reaching regulatory conclusions. The 
manner in which it does so is to be subjected to judicial 
scrutiny upon review in the same fashion as are other Com- 
mission determinations, with no less deference to the Com- 
mission’s expertise than is the case in other matters subject 
to its jurisdiction. 40/ 


Finally, in its deliberations on off-board trading rules of 
exchanges, the Commission has been cognizant of other 
important statutory goals not enumerated in Section 11A. 
Overriding purposes of the Act, for example, since its 
enactment in 1934, have been the protection of in- 

vestors 41/ and the maintenance of fair 42/ and orderly 43/ 
markets. 44/ In addition, the Securities Acts Amendments 
of 1975 reflect the Congressional determination that rules 
of self-regulatory organizations may not be designed to per- 
mit “unfair discrimination between customers, issuers, 
brokers or dealers.” 45/ 


In sum, therefore, while the Act requires the Commission 

















to take action immediately with respect to off-board trad- 
ing rules, to enhance competition in the markets in accord- 
ance with the goals of the Act, that action must be 
fashioned in such a way as to ensure the most rapid possible 
progress toward achievement of a national market system. 
Substantial changes already have been made in the structure 
of the markets in accordance with the objectives of a 
national market system and the Commission intends to 
utilize its new powers under the Act to facilitate imple- 
mentation of that system to the fullest extent necessary to 
ensure its realization. Thus, for example, as discussed 

below, it appears necessary at this time to promote rapid 
development of a central electronic depository for limited 
price orders (a “composite book’’) to ensure integration of 
the markets in an environment of significantly enhanced 
competition among market makers nation-wide protection 
for limit orders and augmentation of existing opportunities 
for public orders to meet without the participation of a 
dealer. 


In this regard, the newly created National Market Advisory 
Board will be expected to provide valuable aid in counsel- 
ling the Commission on ways to monitor the consequences 
of its of f-board trading rules decision and to facilitate de- 
velopment of the composite book. 


D. Proposals to Amend Off-Board Trading Rules 


During the course of the Commission’s proceeding the 
Commission has considered a wide range of possible amend- 
ments to such rules, including those proposed by the Com- 
mission in its September Report, and those suggested by 
commentators and witnesses at the October Hearings. 


(1) Commission’s Proposed Rules 


The Commission’s proposed substitute off-board trading 
rules, proposed Rules 19c-1[A], [B] and [C], each contain 
certain optional language to illustrate the varying effects 
which such a rule, if adopted, could have on the ability of 
members, under various circumstances, to effect a trade 
otherwise than on an exchange. 


Proposed Rule 19c-1[A] would abrogate all restrictions on 
both off-board principal transactions and off-board agency 
transactions. Alternatively, the rule would remove only off- 
board agency restrictions. 


Proposed Rule 19c-1[B] would provide that a member, 
prior to executing an over-the-counter transaction (or, 
alternatively, over-the-counter or on another exchange) for 
his own account or the account of a customer at a price 
equal to or better than the exchange quotation, would be 
required only to make such inquiry of the exchange floor 
as the member deemed appropriate under the circum- 
stances (including use of a quotation display device). If, 
however, the proposed off-board transaction price would 
be inferior to the price quoted on the exchange, the pro- 
posed rule would require the exchange member first to 


inquire of the specialist to ascertain the extent to which 
limited price orders on the specialist’s book were available 
to satisfy the order, and then to satisfy all such limit orders 
at better prices than the off-board price either before, 
simultaneously with, or immediately after the off-board 
execution. 


Proposed Rule 19c-1[C] is similar to proposed Rule 19c- 
1[B] in many respects. Rule 19c-1[C] , however, would 
impose an obligation to make at least such inquiry of the 
exchange floor as may be necessary to form a belief that a 
better price could be obtained off-board even if the off- 
board transaction price would be superior to the exchange 
quotation. Additionally, Rule 19c-1[C] would require that, 
in the event an equal or better price exists for part of the 
order on the exchange, public orders on the book and in 
the “crowd” at an equal price, and member orders at a bet- 
ter price, be filled either before, simultaneously with, or 
immediately after the off-board execution. Rule 19c-1[C] 
also contains an optional “gapping” provision which would 
permit an exchange to require that public limit orders 
required to be satisfied under the rule be filled at the off- 
board execution price rather than at the price bid or offered 
on the exchange. 


(2) Alternative Proposals 


The alternative uniform off-board trading rules suggested 
by commentators and witnesses at the October Hearings 
include the following: 


(a) NYSE Market Responsibility Rule. \n conjunction with 
its testimony on October 20, 1975, the NYSE introduced a 
proposed rule, the Market Responsibility Rule (“MRR”), 
later filed pursuant to Section 19(b) of the Act and Rule 
19b-4 thereunder, to replace the NYSE Rule 394. 46/ The 
MRR would continue to require that all principal and 
agency trades by members take place on the NYSE floor, 
except as otherwise specifically permitted. 


The MRR would provide that a member holding a cus- 
tomer’s order could solicit or be solicited by a nonmember 
dealer for the execution of that order at any time. If the 
exchange member believed that a better execution could 
be obtained over-the-counter, the member could execute 
the order over-the-counter, so long as, immediately before 
effecting the trade off-board, the broker ensured that (i) 
all public orders entered on the specialist’s book or in the 
“crowd” at the same or better prices than the off-board 
transaction price were satisfied at the off-board transac- 
tion price; and (ii) all orders for the accounts of members 
(including specialists) at better prices than the off-board 
transaction price were satisfied at the prices bid or offered 
by them. In addition, a complete report of all aspects of 
each such transaction would be required by the end of the 
next trading day. With respect to off-board principal trans- 
actions, the MRR would establish a flat prohibition, sub- 
ject to a number of exceptions. 47/ In effect, the MRR 
would always permit the NYSE specialist the last oppor- 
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tunity to better any third market bid or offer. 


(b) Association for the Preservation of the Auction Market 
Rule. The Association for the Preservation of the Auction 
Market introduced a proposed rule (the ‘““APAM rule’) dur- 
ing the course of the October Hearings similar in many 
respects to the NYSE’s MRR. 48/ The APAM rule was pro- 
posed as a model uniform rule for all exchanges. While the 
MRR would permit a dual member to take an agency order 
to the over-the-counter market only after satisfying the off- 
board trading rules of all exchanges to which that member 
belongs and all public and member orders on the NYSE 
entitled to displace the order, as indicated above, the 
APAM rule would require such a member of any exchange 
to fill the prescribed categories of orders only on one ex- 
change having a “reasonable” order flow. Unlike the MRR, 
however, specialists and exchange members would be re- 
quired only to equal the proposed off-board transaction 
price in order to participate in the transaction rather than 
to better that off-board price. The APAM rule would not 
affect existing off-board principal transaction restrictions. 


(c) Securities Industry Association Rule. The Securities 
Industry Association proposed a rule 49/ which would re- 
quire a member broker wishing to execute an agency order 
off-board at a price between the exchange quotation to 
physically check both the specialist and the crowd at the 
specialist’s post and satisfy any public orders entered on 
the specialist’s book or represented in the “crowd” at the 
same or better prices than the off-board transaction price 
prior to effecting an off-board trade. A similar requirement 
would be imposed in the case of an order to be executed 
off-board at a price equal to or inferior to the exchange 
quotation, but, in that event, orders for members’ own 
accounts (including those of specialists) also would have to 
be satisfied at prices better than the off-board transaction 
price. Like the MRR and existing NYSE Rule 394, dis- 
closure of the order (including its approximate size and the 
size of the market) would have to be made to the specialist. 
Principal transactions would remain restricted as they are 
today. 


(d) Midwest Stock Exchange Rule. During the October 
Hearings, the Midwest Stock Exchange also proposed a 
uniform rule (the “MSE rule’) with respect to off-board 
agency transactions. 50/ The MSE rule would permit off- 
board execution of agency transactions so long as a mem- 
ber believes, in the exercise of reasonable judgment, that 
such an execution could result in a more favorable price for 
his customer. Exchanges could require, moreover, either 
before, simultaneously with, or immediately after an off- 
board agency transaction, that public bids or offers entered 
on the specialist’s book at the same or better price than the 
off-board transaction price be satisfied. No other category 


of orders could be similarly required to be satisfied. In addi- 


tion, the MSE rule would provide that public limit orders 
entered on the specialist’s book could be required to be 
“gapped” — that is, filled at the off-board transaction price 
— and that a report of the characteristics of and parties to 
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any off-board trade after it is executed be provided to that 
exchange. 


Most of the foregoing proposed off-board trading rules 
have features in common with existing off-board trading 
rules. The following analysis of the effects of various ex- 
change restrictions on off-board principal and agency trans- 
actions, therefore, is equally applicable to those proposals 
and to existing rules. 


itl. ANALYSIS OF OFF-BOARD TRADING RESTRIC- 
TIONS 


A. Restrictions on Off-Board Principal Transactions 


The Commission’s September Report concluded that ex- 
change off-board trading rules effectively prevent exchange 
members other than specialists from competing with 
specialists and over-the-counter market makers in the 
business of making two-sided, round lot markets in ex- 
change-listed securities. 51/ Off-board trading rules have 
this effect either because they prohibit members from 
executing principal transactions over-the-counter without, 
in each case, obtaining prior permission from an exchange 
official (e.g., NYSE Rule 394(a), which explicitly requires 
permission) or because they require members, as a pre- 
requisite to effecting any off-board principal transaction, 
to yield priority to other orders on the exchange floor 
(e.g., Rule 9 of Article XVIII of the Rules of the Midwest 
Stock Exchange, requiring that orders to be effected off- 
board must be “made available” to the regular membership 
prior to the off-board trade) or to comply with other pro- 
cedures which may preclude achievement of an economical 
over-the-counter execution (e.g., Rule XIII of the Pacific 
Stock Exchange, requiring that “‘an equal bid or offer is 
made . . . on both Trading Floors of the Exchange”). 52/ 


Consequently, as presently constituted, off-board trading 
rules deprive the securities markets of the benefits which 
might otherwise accrue from enhancement of competition 
among market makers and the commitment of additional 
capital and professional skill to the market making func- 
tion. In addition these rules prevent exchange members 
from executing their customers’ orders in-house as 
principal. This might be done by simply filling customers’ 
orders from inventory accumulated as a result of market 
making or otherwise, thus internalizing the “jobber’s turn’ 
inherent in most transactions, or by acting on a “‘riskless 
principal”’ basis. The rules also preclude members from 
executing orders periodically for their own accounts off- 
board with third market-makers or with institutions, 
either for investment purposes or in connection with posi- 
tioning a portion of a larger block transaction. 


’ 


It is apparent to the Commission that rules which represent, 
as these rules do, impediments to “fair markets and markets 
other than exchanges,”’ cannot be permitted to remain in 
effect. The question for the Commission now is to decide 
how best to provide for the elimination of these im-, 
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pediments to competition in a manner that is complement- 
ary to the development of the national market system and 
in an orderly manner which is “‘fair’’ to public investors 
and others. 


Increased competition among market makers can yield a 
number of significant benefits to the markets. For example, 
competitive forces can assume much of the burden of dis- 
ciplining market maker behavior. In an environment char- 
acterized by the real-time public reporting of all completed 
transactions on a continuous basis (by means of the con- 
solidated transaction reporting system implemented pur- 
suant to Rule 17a-15 under the Act), market forces can 
contribute substantially to the reasonableness of market 
makers’ quotations in relation to last sale prices. 53/ 


In addition, each market maker’s bids and offers would 
have to be competitive in terms of price and size compared 
to the prices and sizes of other market makers’ bids and 
offers in order to ensure a regular flow of order inquiry; 
failure to maintain a competitively priced market of rea- 
sonable depth would be penalized by a loss of orders (with- 
out which a market maker has no consistent opportunity 
to make a “jobber’s turn,” the basis of his profit). 54/ 
Spreads, the differences between market makers’ bid and 
asked prices, should be narrowed as the bids and offers of 
various market makers compete with each other to attract 
order flow and opportunities to achieve executions. 55/ 
Market makers generally would conduct their activities on 
aregular and continuous basis (rather than sporadically) 
for the same reason: brokerage inquiry is unlikely to be 
directed to market makers who do not regularly perform 
their functions. 56/ 


The absence of effective market maker competition in the 
past has required the Commission and the self-regulatory 
organizations to attempt, by regulatory means, to define 
standards of performance for certain market makers with 
respect to depth, liquidity and continuity. 57/ Such reg- 
ulatory efforts have not been entirely successful. More- 
over, rules specifying market making standards have not 
been susceptible to objective or effective enforcement. 58/ 
The Commission believes that replacement of these rules 

by the more compelling forces of competition should result 
in substantial improvements in the quality of market mak- 
ing generally and the fairness of competition among market 
makers. 


Thus, it would appear that the perfection of competition 
among market makers offers the greatest promise of 
maximizing the depth and liquidity of the securities 
markets considered as a whole, under circumstances re- 
quiring the least interference by governmental or quasi- 
governmental bodies in the market making process. 


It has been urged that the beneficial effects of an increase 
in market maker competition, stimulated by the entry of 
non-specialist exchange members into the business of 
market making, could be realized immediately by eliminat- 


ing exchange rules which proscribe or inhibit off-board 
principal transactions. 59/ Those espousing this view be- 
lieve that, if over-the-counter round-lot market making 
were permitted, institutional traders and brokerage firms 
would have every incentive to encourage securities informa- 
tion processors (especially vendors of market information) 
and existing market centers to improve existing communica- 
tions systems rapidly to ensure access to, and knowledge of, 
the activities of all significant centers of market making 
activity. 60/ 


Elimination of restrictions on the ability of exchange 
members to effect principal transactions off-board other- 
wise than as bona fide market makers would not result in 
the significant benefits to the markets referred to above. 
Such action, however, would permit individual firms, 
under appropriate circumstances, to effect transactions 
away from the exchange market, where they believe that 
this would facilitate block positioning, or would realize 
cost savings or other benefits. 


Others, however, have asserted that abrogation of exchange 
off-board trading rules governing principal transactions 
under present circumstances would lead to a significant 
loss of order flow by the “principal’’ exchange markets 
(i.e., the NYSE and Amex), 61/ disrupt the markets con- 
sidered as a whole (impeding their fair and orderly func- 
tioning), 62/ would expose securities customers (especially 
relatively small and unsophisticated customers) of retail 
firms electing to engage in market making to significant 
new risks, 63/ would engender unfair competition among 
market makers, 64/ would undermine the effectiveness of 
exchange market surveillance systems, 65/ would competi- 
tively disadvantage member firms which lack adequate 
resources to engage in market making, and would lead to 
inequality among exchange members in terms of execution 
costs and ability to participate in the flow of orders cur- 
rently centralized on exchange floors. 66/ 


Of particular concern to the Commission is the widely held 
belief, enunciated at the Commission’s October Hearings 
and earlier, that abrogation of exchange restrictions on off- 
board principal transactions, by encouraging over-the- 
counter market making by member firms, would contribute 
to fragmentation of the securities markets, would expose 
customers of those firms to overreaching in such dealings, 
and would lead to unfair competition among different 
categories of market makers. 67/ 


Other arguments presented at the October Hearings with 
respect to the dangers inherent in abrogating off-board 
trading rules governing principal transactions were less 
compelling. For example, mere loss of order flow by any 
particular market center to other existing market centers 
would not, by itself, appear to justify retention of off- 
board trading rules governing principal transactions. That 
development could occur today without any change in 
exchange off-board trading rules. As indicated in the 
September Report, exchange off-board trading rules do not 
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prevent exchange members from effecting transactions in 
NYSE-listed securities freely on other exchanges trading 
those securities, either as principal or agent. Thus, if there 
were compelling economic or other reasons for doing so, 
members of the NYSE which also are members of regional 
exchanges could readily transport the bulk of the NYSE’s 
existing order flow to other exchanges, and could engage 
in market making in NYSE-listed securities on other ex- 
changes, without violating any rule of the NYSE. 68/ 


Similarly, it is difficult to see why a well-capitalized firm 
should be prevented from engaging in the capital intensive 
business of market making simply because other firms lack 
the capital to do so. This kind of conduct has never been 
thought to constitute “unfair’’ competition and does not 
warrant retention of exchange restrictions on off-board 
principal transactions. With respect to the assertion that 
action to abrogate exchange off-board trading rules would 
result in a loss of exchange surveillance capacity, it is un- 
clear that over-the-counter transactions are instrinsically 
more difficult to monitor than exchange transactions. The 
most important benefits of exchange surveillance are 
derived from the application of computerized monitorving 
techniques to member-firm trading and general market 
activity (e.g., to detect unusually aggressive buying or selling 
and to identify the source of that activity). These activities 
could be monitored regardless of the market in which they 
occur. In addition, recordkeeping and reporting require- 
ments (e.g., time-stamping and retaining records of orders) 
may be applied to exchange members regardiess of which 
markets are used to achieve executions. Similar considera- 
tions would apply to the monitoring of over-the-counter 
market making by members if that conduct were per- 
mitted. 


It has been asserted 69/ that centralization of the great 
majority of orders in “primary” exchange-listed securities 
on such exchanges has afforded a mechanism whereby all 
members of such exchanges, large and small, may execute 
agency orders on a relatively equal basis in terms of costs 
and exposure to execution opportunities. 


This observation, however, must be qualified in certain 
important respects. The amount and kind of orders repre- 
sented by various firms, and the economic power which 
accompanies a substantial brokerage business, may well 
affect the ability of such firms to elicit cooperation from 
specialists and may resuit in differences in treatment, at 
least with respect to sizable orders. In addition, differences 
in treatment may result from the specialist’s perception of 
the degree to which a particular brokerage firm cooperates 
with the specialists by disclosing the extent of customers’ 
buying and selling interest and by taking into account the 
specialist’s interests in acquiring or disposing of long or 
short positions. 


Finally, it has never been possible for each firm (regardless 
of type, size, capital and geographic location) to obtain 


equal exposure, in terms of an opportunity to achieve 
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executions, to the order flow represented by all buyers and 
sellers present in the markets at any particular time: 
specialists on primary exchanges, specialists on regional 
exchanges, floor brokers, and firms which are not members 
of any exchange, for example, have never been equally 
favored in this respect. Thus, some firms would lose rela- 
tively advantageous positions in terms of exposure to the 
bulk of national order flow while others would improve 
their positions in that regard as a consequence of any 
reallocation of existing orders among competing market 
centers (whether presently existing or newly created). 


Minimization of differences among firms in terms of ex- 
posure to all buying and selling interest is one of the prime 
objectives of a national market system, and it would 
appear that only a national market system, with a compre- 
hensive national communications network as its core, can 
capture and reflect all such interest in a non-discriminatory 
manner. Perpetuation of off-board trading rules would not 
achieve this result. 


In any event, the “primary” exchanges are only two among 
a number of competing markets (however dominant their 
positions may be), and the benefits to “primary’’ exchange 
members engendered by off-board trading rules must be 
balanced against corresponding disadvantages to the 
markets, considered as a whole, which may result from 
those rules. 70/ In this context it should be noted that a 
significant segment of the securities industry, including 
both “primary” exchange members and others, do not have 
an opportunity to engage in market making activities under 
circumstances affording exposure to “primary” exchange 
order flow (and thus cannot bring additional market mak- 
ing capability to bear where public order flow is greatest). 


The threat of further fragmentation of the markets and 
internalization of order flow by exchange members en- 
gaged in market making is far more serious. Such frag- 
mentation, it is claimed, would occur because a number of 
the largest, best capitalized member firms could seize the 
opportunity to make regular two-sided over-the-counter 
markets in the most actively traded exchange-listed securi- 
ties, withdrawing the major portion of their order flow 
from exchanges while retaining their memberships (in 
order, for example, to “lay off’ positions acquired in the 
process of market making in an efficient economical man- 
ner). This opportunity would be attractive to such firms 
because of the profit potential inherent in internalizing the 
“jobber’s turn’’ otherwise surrendered to a specialist. 


Similarly, the availability of ““jobber’s turn” profits might 
encourage exchange members to attempt to internalize 
customers’ orders and execute them as principal, perhaps 
electing to deal only with such customers. In that event, 
rather than dealing with customers at prices established in 
the course of making a bona fide continuous two-sided 
market (where the firm assumes risks in acquiring long and 
short positions), the firm would execute customers’ orders 
to buy and sell at prices based upon the firm’s ability to 
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offset its position immediately, as principal, against other 
orders, charging a differential or mark-up sufficient to 
generate a profit. 


These arguments assume that customers in fact would con- 
tinue to transmit their orders directly to such firms, ensur- 
ing a continuity of a substantial flow of orders (a pre- 
requisite to either profitable market making or the conduct 
of a regular “‘riskless principal’’ business), even though 
those orders would be effected on a principal rather than 
on an agency basis. 71/ 


Whether retail member firms would attempt to internalize 
their order flows, and whether they would succeed if they 
did attempt to do so, may be questioned. If such a develop- 
ment occurred on a widespread basis, it is by no means 
clear (particularly in view of the consolidated transaction 
reporting system and the potential development of quota- 
tion systems for listed securities) that individual investors 
would fail to appreciate the value of an agent’s services or 
to recognize the dangers inherent in pitting themselves 
directly against the skill and knowledge of professional 
dealers. However, should such internalization of orders 
occur under existing circumstances, it would contribute to 
the fragmentation of markets and could require, at a 
minimum, Commission action to protect public customers 
of retail firms engaged in market making from over- 
reaching. 72/ 


Even if customers of retail firms electing to commence 
market making over-the-counter were protected against 
over-reaching, other problems might be generated by 
further fragmentation of today’s markets. For example, 
without a communications tool such as a composite quota- 
tion system, reflecting firm bids and offers by all market 
makers, a substantial diminution of order flow presently 
concentrated in existing market centers could reduce, 
rather than increase, opportunities for the economically 
efficient execution of transactions. 73/ Rapid awareness by 
market makers and brokers of all market makers’ quota- 
tions is a prerequisite to the kind of competitive interac- 
tion which guarantees achievement of the benefits ex- 
pected of “fair competition” among market makers. 74/ 

In addition, brokers need a tool such as a composite quota- 
tion system to make informed judgments in selecting a 
market for execution of customers’ orders. 75/ 


Broad dissemination of quotations from competing market 
makers can be achieved promptly. It must be stressed here, 
however, that these inadequacies of communication can be 
overcome. The industry can and must, in its own interest 
work diligently together to develop a composite quotation 
system swiftly in response to increased competition in 
market making. Securities information processors would 
derive increased revenues from new or improved quotation 
communications devices utilized by brokers. New and exist- 
ing market makers would be anxious to gain the broadest 
publicity for their activities and to demonstrate, on a 
national basis, the competitiveness and strength of the 


markets made by them. Brokers would benefit in terms of 
increased capacity to serve their customers and by obtain- 
ing equal access to crucial information as to the prices at 
which their customers’ orders may be filled throughout the 
nation. 


As indicated above, abrogation of exchange rules governing 
off-board principal transactions would also permit firms to 
position, for their own accounts, portions of large blocks 
in-house and to acquire or dispose of investment positions 
directly in the over-the-counter market without bringing 
those transactions to the floor of any exchange and expos- 
ing them to displacement by one or more categories of buy- 
ing or selling interest in accordance with the rules of that 
exchange. However, as noted below, block transactions 
today may be effected on a regional exchange where the 
executing firm has reason to believe the trade will not be 
“broken” by the intrusion of other buying and selling inter- 
est if that result is important to completion of the trade. 
Similarly, if an exchange member wishes to acquire a por- 
tion of the block for his own account without having to 
satisfy other interest on the floor of the “primary” ex- 
change market, that, too, can be accomplished today by 
taking the transaction to a relatively inactive regional ex- 
change for execution. 


For the same reasons, and by means of the same technique, 
members effectively may acquire or dispose of investment 
Positions under existing circumstances without regard to 
other buying and selling interest on the “primary” exchange 
market. While elimination of off-board principal restric- 
tions would appear to lessen the cost of such conduct, 
preservations of those restrictions would do little to pre- 
vent firms from engaging in it. 


Development of a central electronic repository for limited 
price orders would be of special significance to ensure 
integration of the markets and preservation of an oppor- 
tunity for public orders to meet without the participation 
of a dealer. Such a step will certainly enhance competitive 
opportunities in market making. 76/ For all these reasons, 
the Commission will utilize its new powers under the Act 
promptly to ensure implementation of a national mech- 
anism for multi-market protection of limit orders. 77/ 
Nevertheless, it must be emphasized that it would be in- 
appropriate to withhold from the markets the benefits to 
be derived from increased market maker competition in- 
definitely. Development of a national limit order mech- 
anism is a further step in creating a national market system 
and must be expedited. 


Finally, it must be acknowledged that the existing scheme 
of market maker regulation embodied in certain commis- 
sion rules, 78/ intended to govern specialist behavior, does 
burden certain market makers while not affecting others. 
Careful consideration must be given, therefore, to elimina- 
tion or modification of these rules when a definite date is 
set for the elimination of exchange barriers to the com- 
mencement of over-the-counter two-sided market making 
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in round lots by member firms. 


Obvious candidates for elimination or modification in the 
context of new opportunities for over-the-counter market 
making are rules such as NYSE Rule 113 and Amex Rule 
190 which prevent specialists from dealing directly with 
institutional customers, 79/ and regulatory provisions 
which impose so-called “affirmative obligations” on special- 
ists. 80/ With respect to exchange bars against direct 
specialist dealings with institutions, the potential for abuse 
to which those exchange restrictions were addressed (e.g., 
manipulation of the market price to benefit a large cus- 
tomer and other kinds of customer favoritism) would be 
reduced and perhaps negated by more effective competi- 
tion among market makers and loss of the “primary” ex- 
change specialist’s monopolistic position. 


Similarly, except for providing ‘‘continuity” (which is 
objectively measurable), specialists’ other “affirmative 
obligations” to provide “liquidity” and “depth” (which 
are not objectively measurable) have not been demon- 
strated to force a specialist, as a general matter, to act 
against which he perceives to be his interest: rather, it 
would seem that a more powerful motivation (particularly 
in the context of enhanced competition among market 
makers) is the specialist’s desire to demonstrate his willing- 
ness and capacity to make a continuous and relatively 
stable market and his fear of losing order inquiries if he 
fails to demonstrate those characteristics. 81/ 


The need for certain other regulatory strictures affecting 
specialists 82/ in a competitive environment also may be 
questioned, particularly after implementation of a central 
electronic limit order repository. 


Weighing the potential disadvantages to the markets against 
the potential advantages which the Commission anticipates 
would result from elimination of exchange rules preventing 
or impeding the execution of principal transactions off- 
board, the Commission presently is of the view that, under 
appropriate circumstances, increased ability to engage in 
over-the-counter market making in listed securities by a 
larger segment of the broker-dealer community (whether 
by existing exchange members or others), with exposure to 
order flow, is more likely to improve the securities markets 
than injure them. In addition, the Commission is convinced 
that the risks inherent in abrogating exchange restrictions 
on off-board principal transactions at the present time 
could be minimized by the prompt achievement of addi- 


tional elements of a national market system. These elements 


include, particularly, development of a central electronic 
repository for limited price orders (a “composite book”’), 
coupled with Commission rules requiring public orders 
entered in that book having price or time priority to be 
filled prior to the execution of any other transaction by 

a dealer, implementation of a composite quotation system, 
(reflecting bids and offers by market makers, and, perhaps, 
indications of buying or selling interest by brokers them- 
selves), and development and implementation of facilities 
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for ensuring that customers are receiving the best execu- 
tions available in the system. 83/ 


In light of the above considerations, the Commission be- 
lieves it appropriate to devote additional study to the con- 
sequences of over-the-counter market making as it might 
develop when exchange off-board trading restrictions 
governing principal transactions are removed, and to 
afford an opportunity to the newly created National 
Market Advisory Board to consider those consequences, 
before taking final action to remove exchange rules govern- 
ing off-board principal transactions. 84/ In addition, the 
Commission needs additional time to develop and propose 
such new rules (and to eliminate such existing rules) as 
may be necessary or appropriate in the context of an 
environment permitting off-board market making by retail 
firms. 


Finally, the Commission believes that the self-regulatory 
organizations and the securities industry in general should 
be afforded additional time to take steps to ensure the 
prompt development of a composite quotation system, a 
composite book and facilities for the routing and execu- 
tion of orders and to consider whether changes should be 
made in existing self-regulatory organization rules co- 
incident with establishment of a more competitive environ- 
ment for market making. 85/ For these reasons, the Com- 
mission has determined that, insofar as existing exchange 
rules prevent or impede exchange members from effecting 
principal transactions in exchange listed securities in the 
over-the-counter market, such rules should be retained for 
the present time. 86/ 


The Commission will reconsider this decision no later than 
March 1, 1977, after it has had the benefit of the conclu- 
sions and advice of the National Market Advisory Board 
and progress by that date toward establishment of a 
national market system, and, if it still appears appropriate, 
will establish a firm date for elimination of exchange rules 
governing off-board principal transactions, after which 
over-the-counter market making by member firms will be 
permitted. We wish to emphasize again that by that date 
the Commission will have had an opportunity to consider 
the views and recommendations of the National Market 
Advisory Board (and others) with respect to the most 
effective manner in which “fair competition” among 
market makers may be achieved in the context of an evolv- 
ing national market system. 


The Commission further recognizes that, depending upon 
further developments, it may prove appropriate to permit 
bona fide two-sided market making off-board by exchange 
members prior to removing all restrictions upon off-board 
principal transactions by such members. The Commission, 
however, does not intend to imply that it has determined 
to tie abrogation of off-board trading rules governing 
principal transactions to the achievement of any particular 
elements of a national market system. Rather, in view of 
the potential advantages and disadvantages which may flow 
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from such action, the Commission merely wishes to afford 
those who will be most directly affected by removal of 
existing prohibitions an opportunity to take prompt steps 
to develop the mechanism which almost all agree would 
minimize or eliminate the adverse consequences which 
might arise. 


B. Restrictions on Off-Board Agency Transactions 


The Commission’s September Report concluded that exist- 
ing exchange off-board trading rules governing agency 
transactions effectively prevent over-the-counter market 
makers from competing with exchange specialists for 
agency orders entrusted to exchange members for execu- 
tion. 87/ By functionally preventing over-the-counter 
market makers from obtaining direct access to the flow of 
agency orders commanded by exchange members (and 
access by exchange members, as agents, to markets made 
over-the-counter), these off-board trading rules constrain 
exchange members, acting as agents, from freely exercising 
their professional judgment in seeking the most favorable 
opportunities for execution of their customers’ orders, 
thereby inflicting a significant competitive disadvantage 

on over-the-counter market makers as well as exchange 
firms which might seek to utilize markets off the floor of 
an exchange. 88/ 


In addition, by preventing brokers representing customers’ 
“not-held” and “market” orders from attempting to execute 
those orders in the third market (when the third market, in 
the broker’s judgment, offers the most favorable price to 

the customer), such rules also disadvantage customers by 
subordinating their interests to those of other customers 
who have placed limited price orders with a specialist or 
have given “‘not-held” or “market” orders to brokers and 

of exchange members bidding or offering for their own 
accounts on the floor of an exchange. 89/ 


Finally, such rules prevent firms having the opportunity to 
cross small orders in-house (because of a substantial flow 
of agency orders) or to cross large block transactions in- 
house (because of their reputations as block traders) to 
realize such cost savings and other efficiencies as they 
believe such conduct would afford and to afford an addi- 
tional means by which their customers may meet at prices 
between prevailing market maker quotations. 


While existing off-board trading rules of the various ex- 
changes differ, as do those rules proposed by commentators 
at the Commission’s October Hearings, in the degree to 
which, and the manner in which, they inhibit the ability of 
members to execute customers’ orders in the third 

market, 90/ they share, as an essential feature, the require- 
ment that a member must first explore the market on the 
exchange floor, at least to obtain a current quotation from 
the specialist (currently possible only by going to the 
specialist's post). 91/ Having compelled the broker, as an 
initial matter, to take his customer’s order to the exchange 
floor, exchange requirements vary in granting priority over 


that order to various categories of buying and selling 
interest represented on the floor, i.e., to public limit orders 
entered on, the specialist’s book, public orders represented 
in the “crowd,” orders for the specialist's own account, 
and orders by other members for their own accounts. 


Thus, such rules generally require one or more of the 
enumerated categories of orders to be filled at prices equal 
to or better than the contemplated off-board transaction 
price as a prerequisite to execution of any portion of a 
customer's order off-board. 92/ 


Virtually none of the witnesses appearing at the October 
Hearings (and none of the persons submitting comments to 
the Commission in response to its invitations) 93/ suggested 
that exchange members, acting as brokers, should be fore- 
closed from dealing with an over-the-counter market 
maker in the event a better price could be obtained for a 
customer by so doing. 94/ But many witnesses and com- 
mentators stated that, to some degree, exchange members 
seeking to effect agency orders in the third market should 
first be required to explore the possibility of obtaining a 
satisfactory exchange execution (and, in the process, to 
yield priority to one or more categories of orders repre- 
sented on an exchange floor) as a prerequisite to an over- 
the-counter execution. 


While expressing this view, no witness or commentator was 
able to formulate a satisfactory solution to the problem 
confronting a member of more than one exchange in 
choosing among exchanges to fulfill such an obligation. 95/ 
All appear to agree that it would be impractical and inap- 
propriate to require members of more than one exchange 
to fulfill such an obligation on each and every exchange to 
which they belong (and that the imposition of such a re- 
quirement in connection with a multiple exchange mem- 
ber’s selection of an exchange market for execution of an 
order could well result in substantial harm to regional 
exchanges). 96/ In spite of this apparently unresolvable 
conundrum, several commentators nevertheless suggested 
that objections to existing off-board trading rules could be 
overcome by amending them in a variety of ways, pre- 
sumably in the hope that a solution to the so-called 
“multiple member” problem could be found. 97/ 


Proposals to amend exchange off-board trading rules 
ranged from the rules proposed by the Association for the 
Preservation of the Auction Market, Inc., and the NYSE to 
the relatively more liberal rule suggested by the Midwest 
Stock Exchange. 98/ None of these proposals would free 
exchange members from an obligation to make actual in- 
quiry of the market on an exchange floor and to yield 
priority in attempting a third market execution at least to 
limited price orders entered on a specialist’s book. 99/ Any 
of the proposals, therefore, if adopted, would represent 
burdens on competition between over-the-counter market 
makers and specialists and between different customers, 
and, to varying degrees, would impose restrictions on the 
exercise of brokerage judgment, in the manner described 
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above. No similar barriers exist, of course, to selecting a 
particular market among exchange markets for execution 
of an agency order. 100/ 


The Commission has concluded that, even if a composite 
quotation system were available, a requirement that a 
member physically check the market at a specialist’s post 
in itself would operate as a disincentive to consideration of 
third market execution opportunities by exchange mem- 
bers acting as agents because of the time, effort and ex- 
pense involved in making that check (unless the order was 
large enough to justify such time, effort and expense). In 
concert with requirements that certain categories of orders 
on the exchange floor must be filled as a prerequisite to 
consummation of a third market agency trade (adding sig- 
nificantly to the costs of floor checking), this disincentive 
becomes so substantial as to preclude execution of most 
agency orders in the third market (at least those of rela- 
tively small size) even if such an execution would be more 
favorable to the customer than an exchange execution.101/ 


It has been argued that off-board trading rules governing 
agency transactions do not, in fact, represent burdens on 
competition, and that, if they do, they serve necessary or 
appropriate regulatory purposes under the Act, thus justify- 
ing such burdens on competition as they do impose. 102/ 


With respect to whether off-board rules governing agency 
transactions actually do impose burdens on competition, 
certain commentators and witnesses at the October Hear- 
ings pointed out that members of the “primary” exchanges 
which are also members of one or more regional exchanges 
already have access to over-the-counter market makers 
which have joined certain regional exchanges as alternate 
specialists, 103/ and that, in any event, exchange members 
now may execute agency orders on an exchange with over- 
the-counter market makers which are not exchange mem- 
bers without charging those market makers commis- 

sions. 104/ These facts, it is asserted, demonstrate that off- 
board trading rules governing agency transactions do not 
impose any significant burdens on competition. 


Nonetheless, as indicated in the September Report, not all 
“primary” exchange members belong to one of the regional 
exchanges having over-the-counter market makers as mem- 
bers, not all regional exchanges permit over-the-counter 
market makers to join and continue their over-the-counter 
activities, and not all over-the-counter market makers have 
become members of one of the exchanges which do permit 
continuation of over-the-counter market making by certain 
categories of members. 105/ In addition, execution of 
transactions on a regional exchange could entail significant 
costs (e.g., communications, out-of-town clearing and order 
transmission expenses) the full extent of which might not 
have to be incurred if direct access to over-the-counter 
market makers was permitted. 106/ 


More significantly, in view of those costs, such transactions 
are practicable only to the extent that the size of the order 
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(and the commission associated with its execution) justify 
transporting the order to a regional exchange. 107/ There- 
fore, even with respect to over-the-counter market makers 
which are members of a regional exchange, exchange off- 
board trading rules effectively deny them the opportunity 
to compete directly for any portion of the flow of retail- 
size orders handled by exchange members, and unfairly 
impede them in competing directly for large orders, by dis- 
abling exchange members from taking advantage of 
potentially significant cost efficiencies inherent in direct 
over-the-counter executions. 


The argument that exchange members now may execute 
agency orders with over-the-counter market makers on an 
exchange without charging that market maker a commis- 
sion, thereby obtaining adequate access to such market 
makers’ bids and offers, suffers from several defects. First, 
like other market makers, over-the-counter market makers 
generally are willing to make firm quotations for immediate 
acceptance only. 108/ An over-the-counter market maker 
would be at a competitive disadvantage if he was required 
to hold his quotation firm while the exchange member 
takes his “order’’ to the floor. 109/ In addition, it appears 
that the loss of advertising value of a third market tape 
print, 110/ the risk of having a substantial trade ““broken” 
by other bids and offers on the exchange floor (as a con- 
sequence of exchange priority and precedence rules),111/ 
and the difficulties which the over-the-counter market 
maker would experience as a consequence of having to dis- 
close his acquisition price when he is a buyer (due to net 
printing of his transaction) 112/ are disincentives to over- 
the-counter market makers’ agreeing, as a general matter, 
to transact business on an exchange in the suggested 
manner. 


Consequently, the Commission has concluded that neither 
access by dual exchange member brokers to some over-the- 
counter market makers on some regional exchanges nor the 
ability of an over-the-counter market maker to give an 
“order” to an exchange member to be crossed on an ex- 
change floor (without a commission charge to the market 
maker) provides an adequate substitute for direct access to 
over-the-counter market makers by all exchange member 
brokers. 113/ Thus, the Commission is unable to conclude 
that any available alternative to such direct access com- 
ports with the statutory goals of achieving “economically 
efficient execution of securities transactions,” “fair com- 
petition among brokers . . . and between exchange markets 
and markets other than exchange markets,” or “the 
practicability of brokers executing investors’ orders in the 
best market.” 114/ 


Except for the arguments presented above, it has not 
generally been disputed that exchange off-board trading 
rules governing agency transactions impose substantial 
burdens on competition. Since the Commission has con- 
cluded that such rules do impose substantial burdens on 
competition, it must determine whether, nevertheless, 
those rules can be justified as necessary or appropriate in 




















furtherance of the purposes of the Act in light of the 
statutory goals discussed above at 759-761, above. 


Witnesses at the October Hearings and commentators favor- 
ing retention of some form of requirement that an ex- 
change floor be checked physically and that one or more 
categories of orders represented there be satisfied prior to 
any third market execution of an agency order argued that 
failure to retain some such requirement would induce mem- 
bers of exchanges to abandon their memberships, would 
result in a significant loss of orders from exchanges to the 
third market, would result in the bypassing of public orders 
entitled to priority, would reduce the quality of market 
making by specialists (particularly in less active stocks), 
would lead to undue concentration in the securities in- 
dustry, would destroy the auction process (leading to dealer 
markets), would destroy investor confidence in the fairness 
of the markets, and (because of the combination of the 
foregoing factors) would make the capital raising process 
generally more difficult. 115/ 


Opposing views were that any modification of these rules 
which continued the existing requirement that an exchange 
floor be checked prior to an over-the-counter trade would 
not result in any change in the handling of most orders 
presently directed to exchange floors, and that even abroga- 
tion of those rules would lead only to relatively minor 
shifts in order flow from exchange markets to the third 
market (and then only because of better prices and greater 
efficiencies offered by that market). 116/ Indeed, it would 
appear that, since most large retail member firms transmit 
their orders automatically to the “primary” exchange 
market by means of automated routing systems (because 
individual handling of a large volume of orders is inef- 
ficient and because checking alternative markets, under 
existing circumstances, is a costly and sometimes risky way 
of doing business even where it is possible to do so), all 
orders handled by such firms (except sizable orders, where 
the amount of commission involved justifies different treat- 
ment) will continue, at least for the immediate future, to 
be directed automatically to the “primary” exchange regard- 
less of any change in exchange off-board trading rules relat- 
ing to agency transactions. 117/ 


As indicated above in the discussion of off-board trading 
rules governing principal transactions, at pages 762-763, 
reallocation of the order flow presently enjoyed by existing 
exchange markets and the over-the-counter market could 
occur today in a number of ways for numerous reasons un- 
related to the continued existence or disappearance of off- 
board trading rules. 118/ It has never been a function of the 
Commission (or among the purposes of the Act) to take, or 
refrain from taking, regulatory action solely to preserve any 
market center’s existing order flow. 119/ While the Com- 
mission has determined, for the present, to leave in place 
exchange restrictions on off-board principal transactions 
(principally because of certain potential problems associ- 
ated with the initiation of over-the-counter market making 
by members of exchanges), 120/ similar considerations do 


not apply to retention of exchange restrictions on off- 
board agency transactions. In any event, the Commission 
is not now. prepared to conclude that a major reallocation 
of order flow among existing markets (/.e., a sudden and 
pronounced exodus of orders from the exchanges to the 
over-the-counter market) will necessarily occur. 


The “primary” exchange markets presently command an 
overwhelming percentage of all orders in multiply-traded 
securities. 121/ Those markets generally offer more oppor- 
tunities to achieve executions (particularly for orders of 
relatively modest size and for limited price orders) than are 
available in all alternative markets combined; even a 
material reduction in the number of orders currently cen- 
tralized on those exchanges would not alter this fact. 122/ 
It presently appears that those markets will continue to 
offer an environment in which there is the greatest likeli- 
hood that orders of modest size will receive prompt execu- 
tions satisfactory to customers, particularly if they con- 
tinue to offer the benefits that have made them attractive 
to brokers and dealers in the past. 123/ Thus, for example, 
where speed of execution is essential in a transaction (e.g., 
a market order, where “‘missing the market” is a significant 
risk), there is a substantial natural incentive to transmit 
that order directly to the “primary” market, absent knowl- 
edge that a price at least as favorable as that which could 
have been obtained in that market can be secured in 
another market. 124/ This judgment is supported by the 
reliance presently placed by major retail firms on automatic 
order routing equipment to transmit orders to the “prim- 
ary” exchanges for execution. 125/ Thus, it would appear 
unlikely that the “primary” exchanges will suffer any sub- 
stantial loss of order flow merely because exchange rules 
preventing customers’ orders from being executed in the 
third market are eliminated. Where exchange members can 
be certain that superior executions can be achieved in the 
third market (or on exchanges other than the “primary” 
market), however, the Commission believes that such 
members, acting as brokers, must not be prevented from 
pursuing those opportunities for their customers. 126/ 


One aspect of the total abrogation of agency restrictions 
which is of some concern, however, is that new opportuni- 
ties would be created for the in-house crossing of agency 
orders, where the executing firm would act as agent for 
both sides of the transaction. It has been asserted that 
these opportunities would prove irresistible to many firms, 
and that initiation of in-house crossing on a widespread 
basis would lead to a substantial dilution of the order flow 
currently shared by existing market centers, resulting in all 
of the adverse effects of market fragmentation discussed 
above, at pages 765-766 as a consequence of market mak- 
ing by exchange member firms under existing circum- 
stances in the event off-board trading rules proscribing off- 
board principal transactions were eliminated. 


With respect to relatively small retail orders, however, the 
Commission is not convinced, at the present time, that 


this development would occur since there appears to be 
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little possibility that in-house crossing of such agency 
orders would offer cost savings of sufficient moment to 
offset the difficulties and legal risks inherent in ‘‘bunch- 
ing” or queuing market orders (which, together with 
limited price orders, comprise the bulk of relatively small 
retail orders) to await arrival of another order as the op- 
posite side of a transaction for purposes of matching or 
Pairing in an execution. This would appear to be especially 
true in light of the fact that, unlike over-the-counter round- 
lot market making, internalization of the order flow repre- 
sented by a firm's small retail orders would not generate 
profits from a “‘jobber’s turn,”’ and would offer cost sav- 
ings (if any) only by eliminating expenses associated with 
transmitting agency orders to a market for execution, ex- 
penses which automated routing systems apparently have 
reduced significantly. In addition, the reprogramming of 
existing order handling systems (e.g., automated routing 
systems) to accommodate such a practice would appear to 
be both complex and expensive. 


If, however, such a development were to occur under cir- 
cumstances affording customers execution prices at least 
as favorable as those which the executing firm, in accord- 
ance with its agency responsibilities, knew or should have 
known could have been obtained in another market, 127/ 
it may be desirable to permit such a development; trans- 
actions completed in-house still would be reported and 
publicized in the consolidated transaction reporting system 
(thus exerting an appropriate influence on price levels in 
all markets, including the prices bid and asked by market 
makers) and customers would be protected against over- 
reaching and various forms of customer favoritism by 
traditional agency and fiduciary principles. Finally, should 
this development occur (a prospect the Commission con- 
siders unlikely for the reasons set forth above), the Com- 
mission is armed with substantial powers under the Act to 
ensure that customers are protected from potential abuses 
should supplementary protections appear appropriate. 128/ 


It must be recognized that internalization of order flow 
could be achieved to some degree today, in the sense of 
Pairing or matching orders for execution, if that practice 
would yield cost savings other than those attributable to 
transmitting orders to an exchange floor. Existing rules 
would not prevent a firm from matching orders as crosses 
and then bringing them to an exchange floor for execution. 
Finally, benefits to investors must not be overlooked. Such 
agency crosses would be executed under best execution 
principles between existing bid and asked thus affording 
smaller customers a better price than that obtainable in any 
market place. 


With respect to substantial orders of block size, it does not 
appear that in-house crossing would result in new risks to 
customers, nor would there be significant new opportuni- 
ties for avoidance of public orders represented on ex- 
changes which are entitled to protection, or to any other 
undesirable effect which is prevented today by exchange 
restrictions on off-board agency transactions. First, cus- 
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tomers engaged in such trades are among the most sophis- 
ticated of investors (i.e., such customers usually are in- 
stitutions) and the prices at which such transactions occur 
generally are the result of intense bargaining. Second, in 
cases where avoidance of buying or selling interest repre- 
sented on the floor of any particular exchange (e.g., the 
NYSE), interest which would be entitled to displace any 
portion of the block order if it were brought to the floor 
for execution, is important to completion of a block trans- 
action, such interest can be avoided today by transporting 
the transaction to a regional exchange for execution. 129/ 


On the other hand, while there may be some cost savings 
associated with the ability of a member to avoid an ex- 
change floor in effecting cross transactions, the Commis- 
sion is not convinced that the expenses involved have sig- 
nificant anti-competitive effects. Members, of course, are 
permitted to internalize the execution function by estab- 
lishing their own floor representation; moreover, after 
May 1, 1976, any member firm without its own floor 
brokerage capacity will be able to freely negotiate the 
charges it pays for this service. Additionally, if members 
were permitted to effect cross transactions in-house those 
members desiring to do so would be required to bear the 
expense of reporting such transactions for inclusion in 
the composite transactions reporting system. Widespread 
crossing of blocks upstairs by members might also con- 
tribute to the inefficiency of the existing pricing mechan- 
ism on the primary exchange floor. 


While the same arguments presented above could be and 
have been made in an effort to justify restrictions on 
transactions by members with third market makers, there 
the substantial anti-competitive effects of such restrictions 
are sufficient to outweigh the benefits to centralization 

of order flow which such rules, in certain ways, represent. 
Similarly, the substantial fragmentation which could result 
from elimination of proprietary trading restrictions was an 
important consideration weighing in favor of retention of 
such restrictions at this time, even though it was recogn- 
ized that eliminating the proprietary restrictions would 
likely enhance market making competition and the capital 
commitment necessary to absorb large institutional im- 
balances. 


It follows therefore, that if restrictions on in-house cross 
transactions are not perceived to be anti-competitive in 
significant ways, the likelihood of fragmentation and the 
possibly detrimental effects flowing therefrom would be 
compelling arguments for retaining those restrictions. 


Accordingly, during the interim period between adoption 
of Rule 19c-1 and January 2, 1977, when all restrictions 
or a member’s ability to effect a customer's transaction 
over-the-counter with a third market maker or nonmember 
block positioner must be eliminated, the Commission in- 
tends to give further consideration to the issue whether 
over-the-counter cross transactions in listed securities by 
members should continue to be restricted, or not. in’this 




















regard, the Commission is requesting the National Market 
Advisory Board to advise the Commission of its views on 
this aspect of the off-board trading issue no later than 
October 1, 1976. Interested persons are requested to pro- 
vide their views on this issue to the National Market Ad- 
visory Board and to the Commission no later than June 1, 
1976. 


It has also been argued that, while “primary” exchange 
markets may not experience a disruptive loss of order flow 
as a result of elimination of off-board trading rules govern- 
ing agency transactions, regional exchanges would be cer- 
tain to lose that portion of their order flow attributable to 
the activities of over-the-counter market makers which are 
members of those exchanges. If, indeed, this does occur it 
would appear inconsistent with the purposes of the Act for 
the Commission to attempt to prevent it. 130/ But there 
may be significant reasons for over-the-counter market 
makers which are currently members of regional exchanges 
to retain their memberships (and continue their exchange 
activities) in the absence of exchange rules governing off- 
board execution of agency transactions. For example, such 
market makers’ presence on the floors of regional ex- 
changes enables members of those exchanges seeking execu- 
tions for agency orders, as a practical matter, to check two 
markets at once (with all of the cost savings implied): the 
regional exchange’s regular specialist and the over-the- 
counter market maker. 131/ 


Withdrawal of over-the-counter market makers from such 
exchanges would force members acting as brokers to choose 
between continuing to direct orders to the exchange and 
directing them to an over-the-counter market maker (or to 
incur the cost of two discrete inquiries), resulting, poten- 
tially, in a loss rather than a gain in business and exposure 
to order flow by over-the-counter market makers. 


Other arguments with respect to a loss of order flow by 
regional exchanges in the event off-board trading rules 
governing agency transactions are eliminated are equally 
unpersuasive. For example, such action might precipitate 

a decline in the volume of large transactions transmitted to 
regional exchanges solely for the purpose of avoiding buy- 
ing or selling interest on the floor of the “primary” ex- 
change (because those orders could be effected in the over- 
the-counter market directly). 132/ But, to the extent 
regional exchanges presently enjoy a volume derived from 
transactions between members of the “primary” exchange 
market and over-the-counter market makers which have 
joined regional exchanges as a consequence of avoidance 

of off-board trading rules, it cannot be argued that those 
rules should be retained in order to preserve a mechanism 
for their avoidance. 


While it was asserted that elimination of off-board trading 
tules would lead to an exodus of exchange member firms, 
no reasons for this exodus other than regulatory disparities 
between the over-the-counter market and exchange markets 
and the profit potential of over-the-counter market making 


were suggested. 133/ The Commission is committed to a 
regulatory environment in which all markets are subject to 
appropriately equal regulation, a goal of the Act, and to 
the equitable sharing of costs, on a comparable basis, by 
all participants in the markets. 134/ As indicated above, 
the Commission has determined not to permit exchange 
members to engage in continuous market making in round 
lots over-the-counter at the present time, and would act 
swiftly to impose appropriate regulation on over-the- 
counter market making in multiply traded exchange-listed 
securities by large retail firms should they abandon their 
memberships to initiate that activity. 135/ The Commis- 
sion has not been presented with any evidence, however, 
that the abrogation of restrictions on off-board agency 
transactions alone would lead any exchange member to 
abandon its exchange membership. 


With respect to the argument that any modification or 
restrictions of off-board agency transactions (or elimina- 
tion of those restrictions) might lead to a deterioration in 
the depth and liquidity of exchange markets and in the 
continuity of prices on those markets, at cross purposes 
with the goal of economically efficient executions, the 
Commission is not persuaded that these effects would re- 
sult. 136/ For example, it is argued that a loss of exchange 
order flow would result in a widening of specialists’ 
spreads. As indicated above, the Commission expects in- 
creased competition in market making to have the opposite 
result as each market maker attempts to attract order 

flow. 137/ In addition, it has been suggested that the, 
quality of exchange markets made by specialists will suffer 
because specialists will no longer be able to depend upon 
the subsidy afforded by their privileged positions with 
respect to the most actively traded stocks and brokerage 
from limit orders. 138/ 


Neither argument is compelling. Even if a material per- 
centage of orders were to leave the “primary” exchanges 
(due to successful competition by over-the-counter market 
makers in the most active stocks), a prospect the Commis- 
sion considers unlikely, at least in the short-term, the Com- 
mission doubts that specialists will make less satisfactory 
markets, or that the markets, considered as a whole, will 
lose liquidity, depth or price continuity, for the reasons 
suggested. With respect to limit orders, the “primary” ex- 
changes will continue to afford mechanisms which max- 
imize opportunities for executions of those orders (until 
development of a composite book) even if volume dimin- 
ishes. In any event, regional exchange limit orders, current- 
ly dependent upon “primary market protection,” should 
not be similarly affected. 139/ Over-the-counter market 
makers do not, for the most part, offer limit order capacity. 
Accordingly, the Commission believes that elimination of 
off-board agency restrictions is more likely to contribute 
affirmatively to the so-called “internal efficiency” of the 
securities markets than not. 


With respect to the argument that the quality of specialist 
market making in inactive securities is dependent on profits 
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from market making in active securities (which will be 
diminished by increased competition in those securities), the 
Commission has not been able to ascertain that this cross- 
subsidy actually exists. Commentators have not identified 
any facts which would prove the existence or the extent of 
any cross-subsidization. Furthermore, competition from 
over-the-counter market makers is not qualitatively dif- 
ferent in this context from increased competition from 
regional exchange specialists. Finally, the Commission is 

of the view that increased competition for order flow 
would comport with the statutory mandate to provide 

“fair competition” among brokers and dealers, among ex- 
change markets and between exchange markets and markets 
other than exchange markets, while attempts to insulate 

the income of primary exchange specialists to support their 
market making in inactive securities would not. 140/ 


Of all the arguments advanced in favor of retaining some 
form of off-board trading rule requiring that an exchange 
be interrogated, and that at least certain orders on that ex- 
change be satisfied by a member wishing to effect a third 
market agency transaction, the most persuasive concerned 
the desirability of continuing protections for public limit 
orders, to provide a means for those orders to participate 
in transactions which otherwise would occur at prices 
below those which the public is willing to pay or above 
those at which the public is willing to sell. 141/ 


As explained below, at pages 774-776, the Commission be- 
lieves that it is essential to create a central mechanism for 
the national protection of limited price orders. 142/ 
Testimony presented at the October Hearings cogently 
argued that such protection is fundamental to the fairness 
of our securities markets. 143/ Existing exchange mechan- 
isms designed to protect limit orders and provide for their 
Participation in transactions occuring on particular ex- 
changes, however, are inadequate for the future and can 
be circumvented under existing circumstances by members 
of “primary” exchanges (who may transport an order to 

a regional exchange if avoiding the limit order book on 
the “primary” exchange is an important factor in consum- 
mating a substantial trade) and by customers (who are not 
required to effect a transaction on an exchange at all). 


Thus, it appears that no Commission action with respect to 
off-board trading restrictions on agency trades would have 
any material impact on such integrity as existing limit 
order systems may have, at least in the immediate future. 
In any event, testimony was presented at the October 
Hearings to the effect that exchange members generally 
clear limit orders on the specialist’s book prior to executing 
a transaction on a regional exchange even though they are 
under no legal compulsion to do so. 144/ 


To the extent that exchange members find it desirable to 
clear the limit order book prior to executing a transaction 
on a regional exchange, it would appear that they would 
also do so prior to executing orders in the third market. 
Furthermore, the statutory goal of improving the ability 
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of exchange members to execute customers orders in the 
best market would be frustrated by any Commission action 
which would circumscribe a broker's ability to seek com- 
petitive bids and offers expeditiously. 


Brokers entrusted with an agency order should and will be 
able to execute that order in any market and in any manner 
which presents the most advantageous opportunity for an 
execution. 145/ The Commission can perceive little reason 
why satisfaction of public limit orders should be mandated 
when an exchange member wishes to effect a transaction 
directly with an over-the-counter market maker, but not 
mandated when the same member effects the same transac- 
tion with the same over-the-counter market maker on a 
regional exchange. Moreover, even if public limit orders on 
the “primary” exchange were required to be filled prior to 
a transaction by a dual member on a regional exchange (a 
proposition which the regional exchanges have termed 
“disastrous” to their markets), opportunities for avoidance 
would still exist. For example, transactions effected by 
sole members of regional exchanges, third market brokers 
and over-the-counter market makers and fourth market 
transactions would not be subjected to displacement by 
limit orders entered in the “primary” market. It is clear, 
therefore, that the only fair, realistic and practicable way 
of mandating satisfaction of public limit orders, a goal the 
Commission shares with all those witnesses who have 
stressed the importance of public limit order precedence, 
is through the creation and development of a composite 
book and the imposition of a requirement that all transac- 
tions, wherever and by whomever effected, must clear that 
book. 


Some witnesses stressed in the October Hearings that the 
advantages which institutional investors have over in- 
dividual investors, in securing opportunities for favorable 
investment positions, are increasing in a manner incompati- 
ble with the maintenance of public confidence in the fair- 
ness of the markets. 146/ It was the conclusion of these 
witnesses that exchange mechanisms for protecting public 
limit orders (which generally represent individual rather 
than institutional interest) must be preserved by retention 
of off-board trading rules in order to shore up the confid- 
ence of retail investors in the fairness of the trading 
markets. 147/ The Commission believes this argument is 
ill-founded. 


Institutional investors today have every opportunity to 
effect orders directly with third market makers whenever 
they believe it is advantageous to do so. Moreover, broker- 
age firms are willing to explore all of the varied opportuni- 
ties for execution of an order in size which presently exist 
because the compensation involved in effecting a sizable 
order would justify any additional expense. NYSE mem- 
ber firms, however, which represent the great majority of 
retail orders in listed securities, are not similarly permitted 
to utilize whatever added liquidity and superior execution 
opportunities the third market may represent to benefit 
their retail customers. Any requirement that, prior fo a 
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third market execution with an over-the-counter market 
maker, a member must first physically explore the market 
on the floor of an exchange would make the use of the 
third market for round lot orders uneconomical. 


It would be anomalous, at best, for the Commission to 
question the right of an exchange member diligently to 
explore and use any and all competing markets and meth- 
ods of achieving executions when individual customers 
would benefit financially thereby. Exchange restrictions 
which have the effect of preventing a member from offer- 
ing professional coverage of competing markets for retail 
customers, similar to that coverage which members provide 
to institutional customers, cannot therefore be permitted to 
continue. 148/ 


it would appear that exchange members would have little 
use for a composite quotation montage reflecting round-lot 
bids and offers by competing market makers if exchange 
rules effectively foreclosed access to certain of those market 
makers. On the other hand, the relaxation of off-board 
restrictions on agency transactions and the ultimate elimina- 
tion of such restrictions, could enhance the utility of a 
composite quotation montage and provide a useful tool to 
exchange members in serving their customers. While the 
Commission does not believe it likely that a majority of 
firms (at least in the near term) would attempt to make 
decisions as to the best market with respect to each small 
order even if a composite quotation system were available, 
nevertheless, should a member decide to provide such 
service for retail customers, that event should be welcomed, 
not prevented. 


As a consequence of its conclusions regarding the anti- 
competitive impacts of exchange off-board trading rules 
governing agency transactions, and in light of the Commis- 
sion’s inability to conclude, based upon its experience to 
date, that retention of those rules can be justified by refer- 
ence to the purposes of the Act, the Commission has de- 
termined to adopt Rule 19c-1 under the Act, eliminating 
all such rules as of January 2, 1977, after which, pursuant 
to that Rule, no rule of any national securities exchange 
shall be construed to impose, directly or indirectly, any 
requirements, limitations or restrictions on members of 
those exchanges with respect to the execution of agency 
orders over-the-counter. 


The Commission is providing a one year period prior to 
eliminating exchange restrictions on over-the-counter 
agency transactions in the interests of providing time to 
the exchange community, members of exchanges and the 
securities industry at large to consider such adjustments 
in current ways of doing business and in the existing pat- 
tern of regulation as may be deemed appropriate in re- 
sponse to the rule. In addition, the Commission wishes to 
afford the securities industry and self-regulatory organiza- 
tions an opportunity to exert their best efforts to achieve 
the prompt implementation of a composite book, dis- 
cussed below, to provide nationwide protection to limited 


price orders‘of public customers. In the interim, to facili- 
tate the transition to complete abrogation of exchange off- 
board trading rules governing agency transactions, the rule 
provides that, after March 31, 1976 and until January 2, 
1977, an exchange may, by rule, afford protection to 
limited price orders entered on an exchange specialists’ 
book in the manner specified in the rule. 149/ During this 
period, the Commission intends to evaluate the consequ- 
ences flowing from relaxation of off-board agency restric- 
tions prior to complete abrogation of exchange off-board 
trading rules governing agency transactions to determine 
what, if any, additional regulatory measures might be neces- 
sary or appropriate in light of experience during the 
interim period. 


The text of Rule 19c-1 is set forth at the end of this 
release. 


IV. DEVELOPMENT OF COMPOSITE BOOK 


The instant proceeding, and the entire question of off- 
board trading rules, must be viewed not only with respect 
to the merits of individual exchange trading rules, but 

also in the context of the development and implementa- 
tion of a national market system. In this regard, the Com- 
mission was encouraged that, despite differing views as to 
whether off-board trading restrictions should be abrogated 
or modified at this time, all commentators appeared to sup- 
port the fundamental concept and goals of the national 
market system envisaged by Congress in enacting the 
Securities Acts Amendments of 1975. 150/ Indeed, certain 
commentators submitted for the record detailed and 
specific models designed to implement a national, cen- 
tralized trading system having the characteristics necessary 
to achieve the regulatory objectives and goals of Section 
11A. 151/ The Commission found these proposals to be 
helpful and constructive for purposes of the present pro- 
ceeding and future planning. 


Nevertheless, the Commission does not believe that its 
Congressional mandate to facilitate the development of 

a national market system in accordance with the findings 
and objectives enunciated by Congress should be construed 
to demand inaction at this time with respect to off-board 
trading restrictions; in fact, if anything, the opposite is the 
case. Historically, the Commission has viewed the integra- 
tion of third market firms into the existing market struc- 
ture as a fundamental and important step toward true 
centralization of order flow under fair conditions. Thus, in 
its February 2, 1972 Statement on the Future Structure of 
the Securities Markets, the Commission concluded that 
four major steps were required: 


(1) implementation of a nationwide system for disclosure 
of market information designed to make price and volume 
information in all markets and quotations from all market 
makers universally available; 


(2) elimination of artificial impediments, created by ex- 
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change rules or otherwise, dealing in the best available 
market; 


(3) establishment of terms and conditions upon which any 
qualified broker-dealer can negotiate access to all ex- 
changes; and 


(4) integration of third market firms into the central 
market system and making them subject to appropriate 
market responsibilities and other regulatory requirements 
commensurate with the benefits they may realize. 152/ 


Several important initiatives have already been taken to 
further these goals. The Commission’s short sale rules have 
been amended to extend their application to ‘third market” 
transactions. 153/ A uniform net capital rule, applicable 
to a broad segment of the securities industry, has been 
adopted, 154/ and comprehensive anti-manipulative rules 
for all market centers are in place. 155/ The exchanges and 
the NASD are now in the final stages of implementing a 
consolidated transaction reporting system in accordance 
with a joint industry plan filed with and declared effective 
by the Commission pursuant to Rule 17a-15 under the 
Exchange Act. 156/ This system, which is already opera- 
tional with respect to NYSE-listed securities, will enable 
investors to make more informed judgments regarding 
which market centers offer the most advantageous price at 
a particular time. In the area of quotation information, all 
exchange restrictions on the dissemination of such informa- 
tion have been eliminated. 157/ In addition, the adoption 
of Rule 19b-3, abolishing fixed rates of commission for 
transactions on exchanges, has permitted brokers to 
negotiate the cost of access to the various exchanges. 158/ 
The Commission believes that the adoption of Rule 19c-1 
is an important step in integrating existing markets. 


Nevertheless, the Commission agrees with the thesis of 
many commentators that maximization of the opportuni- 
ties for bids and offers to meet and for comprehensive pro- 
tection for limit orders can only be fully achieved through 
a true national market system, and that those objectives 
are worth pursuing. For this reason, the Commission is also 
announcing today the steps it intends to take in the im- 
mediate future to provide the kind of comprehensive limit 
order protection which all commentators apparently agree 
is in the public interest. 


The Commission believes that public limit orders and the 
intended function of the specialist’s limit order book have 
important roles in our securities markets, and that displace- 
ment of proposed transactions between securities customers 
(or their brokers) and market makers by such orders, under 
certain circumstances, is appropriate in the public interest 
and for the protection of investors to ensure the fairness of 
the markets and an opportunity for public orders to meet 
without the participation of a dealer. 159/ Existing ex- 
change mechanisms for the storage and execution of 
limited price orders, however, by their very nature are 
unable to provide full protection for those orders, and the 
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regulatory devices employed to ensure execution of such 
orders engender certain adverse effects which, as noted 
elsewhere in this release, outweigh their laudable objectives. 


First, as discussed above, limit orders may be avoided, in 
whole or in part, by a number of techniques, including the 
execution of a transaction on a regional stock exchange. 
Second, dual members are not required to satisfy orders on 
the books of all the exchanges for which they are members 
before they execute a trade on any particular exchange, 
and existing technology would make such a requirement, 
if imposed, wholly impracticable. Finally, existing exchange 
rules regarding priority and precedence and renewal of the 
“auction” after each transaction do not, in our view, pro- 
vide an ideal framework for the protection of public orders 
(especially those of small size). 160/ 


The Commission believes that the answer to the problem of 
providing adequate protection for public limit orders is not 
to maintain existing rules which perforce provide only im- 
perfect protection and have certain undesirable anticom- 
petitive effects, but rather to use the advanced technology 
now available to provide for a computerized central limit 
order repository, or composite book. 161/ A composite 
book would permit the effective integration of existing 
market makers (both exchange and third market) by ensur- 
ing continuation and extension of the public’s ability to 
obtain priority in competing for executions; in addition, 
such a book would provide brokers and dealers with an 
efficient and practical means by which all limit orders, re- 
gardless of origin, can be protected on a national basis.162/ 
Once a composite book is in place, the Commission believes 
that all transactions, regardless of size, should be required 
to satisfy orders on that book at the same or at a better 
price either immediately before, simultaneously with or 
immediately after execution. 


The Commission believes that substantial progress can be 
made in developing a composite book prior to the date 
established today for elimination of agency restrictions on 
off-board trading. In that regard, and in conjunction with 
our action with respect to off-board trading rules, the 
Commission proposes to implement the following steps to 
achieve a composite book as rapidly as possible. First, the 
Commission plans to propose, pursuant to its authority 
under the Act (and particularly Sections 2, 3, 6, 10, 11, 
11A, 15, 15A, 17, and 23 thereof), a rule which will re- 
quest self-regulatory organizations and securities informa- 
tion processors (separately or together with one or more 
self-regulatory organizations) to submit plans for the de- 
sign, construction and operation of a composite book meet- 
ing certain minimum specified characteristics. The Commis- 
sion has not made any final determination as to the char- 
acteristics which each such plan should include. For pur- 
poses of securing meaningful discussion the following is a 
list of proposed characteristics of a composite book: 


(1) The composite book system must be capable of storing 
all limited price orders entered through either an exchange 























specialist or a qualified third market maker; 163/ 


(2) Entry points for orders to be inserted in the composite 
book initially would be through existing specialists and 
qualified third market dealers (who must also have the 
ability to cancel orders once entered); 


(3) The composite book must be capable of storing and 
queuing orders in such a way that all public agency orders 
(.e., agency orders for persons other than brokers or 
dealers) at particular prices would have priority over all 
orders at those prices entered for the accounts of brokers 
or dealers; 


(4) Priority on the book, at least initially, would be based 
first on price and then on time of entry; no order entered 
in the composite book system would receive precedence 
based on size; 


(5) All limited price orders entered in the composite book 
(indicating price and size) must be capable of retrieval for 
display purposes by any broker or dealer without disclosing 
the identity of the broker or customer for whom the order 
was entered or of the specialist or market maker who 
entered the order; 


(6) Specialists and market makers must have the ability to 
achieve executions against orders contained in the com- 

| posite book (by electronic entry) in the order of priority 
determined in accordance with paragraphs (3) and (4); 


(7) Immediately after execution against orders contained in 
the composite book, the system must have the capability of 
notifying (i) both the specialist or market maker who 
entered an order and the specialist or market maker who 
executed against that order that an execution has been 
achieved (identifying the particular order and the specialist 
or market maker); or (ii) the specialist or market maker 
attempting the execution that no execution was achieved; 


(8) The composite book system must have real time update 
capacity for information based on entry, cancellation or 
execution of an order; and 


(9) All limited price orders will be permitted to be entered 
in the composite book and all proposed transactions will 
be required to clear the composite book contemporaneous 
with execution. 


The above list of characteristics is not intended to be ex- 
haustive, and may be supplemented prior to the solicita- 
tion of plans. Moreover, persons submitting plans will be 
requested to specify the extent to which existing types of 
hardware can be adapted for use with the composite book 
system in order to reduce development costs and to provide 

, amethod for periodic evaluation of any processor selected 
(and for replacement of the processor, if necessary) under 
specified terms and conditions. 


The Commission intends to solicit comments on the char- 
acteristics enumerated above (from a regulatory, efficiency 
and cost standpoint), the specifications of any plan for the 
implementation of a composite book, the appropriate 
manner of selecting among plans and alternative means for 
achieving an operational composite book speedily. Prior to 
the Commission’s solicitation of such comments, however, 
(which the Commission anticipates will be announced on 
or about February 15, 1976) the Commission intends to 
consult with the National Market Advisory Board so that 
the Commission’s request for comments and other informa- 
tion will reflect the careful consideration of the Board. 


Similarly, once plans have been submitted, it is the Com- 
mission's intention to evaluate the plans in concert with 
the National Market Advisory Board and in the light of 
public comment, and select and approve a basis for the 
development of the composite book. 164/ Any developer 
would be expected to construct and operate the book in 
accordance with the plan, subject to Commission oversight, 
and to incur whatever development costs are required 
(recovering those costs from charges imposed upon users of 
the composite book system, once operational). In evaluat- 
ing or selecting any plan for implementation of the com- 
posite book, the Commission will consider those factors 
which it deems necessary for the public interest, the protec- 
tion of investors, and the elimination of impediments to 
the development of a national market system. These factors 
will include but not be limited to, the following: (1) cost 
of development and operation, (2) allocation of costs and 
charges, (3) level of charges for use of the system, (4) 
capacity of the system, (5) provision for maximum use of 
existing hardware, (6) provision for (including cost of) 
compatibility with potential competing systems, (7) time 
for completion, (8) ease of operation and maintenance, (9) 
response time, (10) availability and reliability of back-up 
systems, (11) provisions for integrity of the system, (12) 
ability to modify or enhance the system, and (13) extent 
to which the system is (or may be made) readily accessible 
to all qualified parties (including market professionals 
other than specialists and market makers). 


Although the national securities exchanges and the NASD 
will be permitted to submit plans in conjunction with a 
securities information processor, any plan submitted by, or 
on behalf of, a self-regulatory organization, must provide a 
means of ensuring that the development and operation of 
the composite book system will not be dominated or con- 
trolled by any market center. 165/ 


Concurrently with the Commission’s announcement of the 
solicitation of comments adverted to herein, the Commis- 
sion also intends to announce a proposed timetable for 
implementation of the consolidated book. In the Commis- 
sion’s view, adherence to a timetable designed to spur the 
speedy development of an operational composite book is a 
matter of considerable importance. The failure to make 
meaningful progress toward a composite book would cast 
doubt on the viability of a national market system. If the 
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legislative objective of establishing a national market system 
(see p. 760) is not achievable within a reasonable period of 
time, the Commission will seek further to enhance competi- 
tion as a method of fulfilling the objectives of the Act. 


V. ADOPTION OF RULE 19c-1 


The Securities and Exchange Commission hereby adopts 
Rule 19c-1, effective March 31, 1976, pursuant to its auth- 
ority under the Securities Exchange Act of 1934, and 
particularly Sections 2, 3, 6, 11, 11A, 17, 19 and 23 there- 
of. The Commission finds that adoption of Rule 19c-1 is 
necessary or appropriate in furtherance of the purposes of 
the Act, and in order to conform the rules of national 
securities exchanges to the requirements of the Act. The 
Commission further finds, for the reasons expressed in this 
release, that Rule 19c-1 does not impose any burden on 
competition not necessary or appropriate in furtherance of 
the purposes of the Act. 


Rule 19c-1 provides that, on and after March 31, 1976, 
the rules of each national securities exchange shall provide 
that no rule, stated policy or practice of that exchange shall 
prohibit or condition, or be construed to prohibit, condi- 
tion or otherwise limit, directly or indirectly, the ability of 
any member acting as agent to effect transactions on any 
other exchange or over-the-counter with a third market 
maker or nonmember block positioner in any equity 
security which is listed on that exchange or to which un- 
listed trading privileges on that exchange have been ex- 
tended (“exchange securities’’). 


The rule also provides that, notwithstanding the above 
prohibition, national securities exchanges may (but are not 
required to) maintain certain limited restrictions on off- 
board agency transactions until January 2, 1977. Thus, Rule 
19c-1 permits national securities exchanges to adopt, and 
maintain in effect until January 2, 1977, rules which assure 
that, either immediately before, simultaneously with or 
immediately after execution of a transaction in any ex- 
change security over-the-counter with a third market maker 


or nonmember block positioner, public bids or offers entered 


on the specialist’s book, or any other limit order mechan- 
ism, as limited price orders at prices equal to or better than 
the transaction price are satisfied. 


The rule does not specify the manner in which limit orders 
on the specialist’s book must be satisfied, and thus permits 
satisfaction on such orders either by the specialist in the 
security (acting as dealer) or by the broker effecting the 
off-board transaction (acting as agent). 166/ An exchange 
may require that satisfaction of limit orders must be 
achieved in a particular manner; however, in the case of 
regional exchanges, the Commission anticipates, in accord- 
ance with their traditional practice of affording primary 
market protection, that until a consolidated book is opera- 
tional such exchanges will require that limit orders on the 
book be filled by the specialist in that security. 
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In addition to permitting exchanges to specify the manner 
in which limit orders on the specialist’s book are to be 
satisfied in connection with an off-board agency transac- 
tion, Rule 19c-1 also permits an exchange to require that 
such limit orders be satisfied at the transaction price rather 
than the limit price. This optional “gapping” provision is 
provided to permit exchanges to vary their treatment of 
public limit orders under circumstances consistent with the 
purposes of Rule 19c-1, the public interest and the protec- 
tion of investors. 


In view of our determination to adopt Rule 19c-1 the Com- 
mission hereby withdraws proposed Rules 19c-1[A], 
19c-1[B] and 19c-1[C] . With respect to the Market Re- 
sponsibility Rule filed by the NYSE during the course of 
the proceeding to replace NYSE Rule 394, the Commission, 
by separate order, has disapproved that rule in accordance 
with Section 19(b)(2) of the Act. 
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The text of Rule 19c-1, as hereby adopted, is as follows: 


Rule 19c-1 Governing Off-Board Trading by Members of 
National Securities Exchanges. 


The rules of each national securities exchange shall provide, 
on and after March 31, 1976, as follows: 


(a) Except as hereinafter provided by this rule, no rule, 
stated policy or practice of this exchange shall prohibit or 
condition, or be construed to prohibit, condition or other- 
wise limit, directly or indirectly, the ability of any member 
acting as agent to effect transactions on any other exchange 
or Over-the-counter with a third market maker or nonmem- 
ber block positioner in any equity security which is listed 
on the exchange or to which unlisted trading privileges on 
the exchange have been extended (‘‘exchange securities”). 


(b) Beginning March 31, 1976, and ending January 2, 1977, 
the provisions of paragraph (a) of this rule shall not apply 
to a rule of this exchange approved by the Securities and 
Exchange Commission pursuant to Section 19(b)(2) of the 
Securities Exchange Act of 1934 (the ““Act’”’) which assures 
that, either immediately before, simultaneously with or 
immediately after execution of a transaction in any ex- 
change security over-the-counter with a third market maker 
or nonmember block positioner, public bids or offers 
entered on the specialist’s book, or on any other limit 
order mechanism on such exchange, as limited price orders 
at prices equal to or better than the transaction price 
(“limit orders’’) are satisfied at the limit prices bid or 
offered; provided, however, that such limit orders may be 
required to be satisfied at the transaction price under cir- 
cumstances consistent with the purposes of this rule, the 
public interest and the protection of investors. 


(c) For purposes of this rule: 

















(1) The term “third market maker” shall mean a “market 
maker” as defined in Rule 15c3-1(c)(8) under the Act, who 
makes markets over-the-counter in exchange securities and 
who maintains the minimum net capital required of a 
market maker by Rule 15c3-1 under the Act. 


(2) The term “nonmember block positioner” shall mean a 
“block positioner’ as defined in Rule 17a-17 under the 
Act which is not a member of this exchange. 
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Vi. FURTHER STUDY 


The Commission has reached the conclusions set forth 
herein on the basis of a review of the provisions of the Act 
(particularly the 1975 Amendments), oral and written 
comments, data and other information most recently made 
available in the course of the hearing on the proposed 
alternative Rules 19c-1, and information which previously 
became available to it in the course of its ongoing regulatory 
activities. 


In adopting Rule 19c-1, the Commission has not foreclosed 
the possibility that further changes may be necessary or 
appropriate after experience with the rule is gained and 
analyzed. The Commission will carefully evaluate the im- 
plementation, operation and impact of the Rule 19c-1 in 
order to assure that the statutory objectives of the Act are 
fulfilled. 


The Commission has established a timetable for the gradual 
implementation of changes in off-board trading restrictions 
” in order to allow broker-dealers and their customers an 
opportunity to adapt to and plan for such changes. The 
Commission further believes that the timetable adopted will 
allow sufficient opportunity for the newly established 
National Market Advisory Board to formulate and furnish 
its views to the Commission as it is mandated to do by 
statute. The Commission expects the Board to work closely 
with self-regulatory bodies and other segments of the in- 
dustry to determine the steps it finds appropriate to facil- 
itate the establishment of a national market system and to 
report to the Commission any progress toward that objec- 
tive prior to the scheduled elimination of all restrictions on 
agency transactions. The Commission will seek information 
requested by the Board from the securities industry and 
intends to provide other support to facilitate the Board’s 
efforts. 


By the Commission 


George A. Fitzsimmons 
Secretary 
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COMMISSIONER EVANS DISSENTING IN PART 


| concur with my colleagues in all of the conclusions con- 
tained in this release except for the decision to delay for 
one year the requirement that exchange rules restricting the 
ability of members to effect agency transactions otherwise 
than on national securities exchanges be removed. More- 
over, | support fully the discussion in Section II1. B. regard- 
ing the restrictions on off-board agency transactions in all 
other respects. 


The legislative intent is clear that the Commission has an 
obligation to remove existing burdens on competition and 
to refrain from imposing or permitting to be imposed any 
competitive restraints neither necessary or appropriate in 
furtherance of the purposes of the Exchange Act. 


We have concluded that exchange off-board trading rules 
impose substantial burdens on competition, and that no 
available alternative to direct access to all markets comports 
with the statutory goals of achieving “economically efficient 
execution of securities transactions,” ‘fair competition 
among brokers . . . and between exchange markets and 
markets other than exchange markets” or “the practicabil- 
ity of brokers executing investors’ orders in the best 
market.” 


We have also concluded that it appears unlikely that prim- 
ary exchanges or regional exchanges would suffer a sub- 
stantial loss of order flow or that any exchange member 
would abandon its membership as the result of the abroga- 
tion of restrictions on off-board agency transactions. More- 
over, such abrogation is more likely to contribute than to 
detract from the internal efficiency and the depth and 
liquidity of our securities markets. We have also concluded 
that the removal of off-board trading restrictions on agency 
trades would not appear to have a material impact, at least 
in the immediate future, on such integrity as existing limit 
order systems may now have. 


Having reached these conclusions, | believe that it is neither 
necessary or appropriate for purposes of the Exchange Act 
to delay for one year the opportunity for exchange mem- 
bers to effect agency transactions in the market they be- 
lieve best fulfills their fiduciary responsibilities to their 
customers for whom they are acting as agents. Of course, it 
is appropriate to provide an opportunity for exchanges, 
members of exchanges and others to be able to adjust to 
regulatory changes that may have an immediate impact on 
their business operations. However, the removal of off- 
board trading restrictions on agency orders, unlike the 
removal of fixed minimum commission rates, would not 
require, nor is there any evidence that it would result in, 
substantial immediate changes in trading patterns. The only 
changes likely to occur would be those which individual 
firms determined to be in the interests of their customers. 


Those who oppose the removal of these restrictions have 
provided evidence that they presently offer the best 
markets in an overwhelming majority of cases. The fact that 
some firms may be unable, because of the volume of their 
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business, with present technology to seek best execution in 
all markets and that few firms may find it in the interest 
of their customers to make immediate changes in their trad- 
ing patterns, does not justify the retention of exchange 
rules which restrict firms which may be able to provide such 
execution services to their customers. Furthermore, removal 
of such restrictions will make it possible for all member 
firms to seek best execution in all markets when, and as, 
technology renders such execution economically feasible. 


i 


1/ 15 U.S.C. §78a et. seq., and particularly Sections 2, 3, 
6, 11, 11A, 17, 19 and 23 thereof, 15 U.S.C. §78b, 78c, 
78f, 78k, 78k-1, 78q, 78s and 78w. 


2/ 17 C.F.R. §240.19c-1. 


3/ SEC, Report of the Securities and Exchange Commis- 
sion on Rules of National Securities Exchanges Which 
Limit or Condition the Ability of Members to Effect 
Transactions Otherwise than on Such Exchanges (Septem- 
ber 2, 1975) (“September Report’). 


4/ Securities Exchange Act Release No. 11628 at 3, 42 
(September 2, 1975) (“Release No. 11628”). 


5/ Committee of Conference, Conference Report to Ac- 
company S. 249, H. Rep. No. 94-229, 94th Cong., 1st 
Sess. 95 (1975) (“Conference Report’’). 


6/ Release No. 11628, supra note 4, at 3. 
7/ Id. at 46-50. 
8/ Id. at 3. 


9/ Id. at 58. In response to that request, the Commission 
received over 335 pages of written comments from 160 
individuals associated with the securities industry, academic 
institutions, government agencies, and the public, and 
several hundred letters of comment from executives of 
listed companies. In addition, in response to an earlier 
request for comment, the Commission received 310 pages 
of written analysis from over 161 commentators. See 
Securities Exchange Act Release No. 11521 (July 2, 1975). 


10/ In the Matter of Rules of National Securities Ex- 
changes Which Limit or Condition the Ability of Members 
to Effect Transactions Otherwise than on Such Exechanges, 
Commission File No. 4-180 (1975) (“’Proceeding Trans- 
cript’’). During the course of the hearings, the Commission 
received testimony from 63 individuals representing the 
following 19 institutions and organizations: Association for 
the Preservation of the Auction Market (““APAM”), Source 
Securities Corporation (“Source Securities’), Stockholders 
of America, Inc. (“SOA”), Pacific Stock Exchange, Inc. 
(“PSE”), Merrill Lynch, Pierce, Fenner & Smith, Incor- 
porated (“Merrill Lynch’), INA Corporation (“INA”), 
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Weeden & Co. Incorporated (““Weeden’’), Morgan, Stanley 
and Co. Incorporated (‘Morgan Stanley’’), National Associ- 
ation of Investment Clubs (““NAIC’’), Ad Hoc Committee 
of Regional Firms (“Ad Hoc Committee”), Boston Stock 
Exchange (“BSE”), U.S. Department of the Treasury 
(“Treasury”), Securities Industry Association (“SIA”), 
American Stock Exchange, Inc. (““Amex”’), Midwest Stock 
Exchange, Inc. (““MSE’’), New York Stock Exchange, Inc. 
(“NYSE”), The City of New York (“NYC”), Oppenheimer 
& Co., Inc. (“Oppenheimer”), and Sherman, Dean & Co. 
(“Sherman Dean”’). In excess of 1400 pages of testimony 
were recorded and the Commission received over two 
hundred pages of additional exhibits supplementing that 
testimony. 


11/ See, e.g., In the Matter of Commission Rate Structure 
of Registered National Securities Exchanges, Commission 
File No. 4-144 (1968-1971); /n the Matter of the Structure, 
Operation and Regulation of the Securities Markets, Com- 
mission File No. 4-147 (1971); /n the Matter of Commis- 
sion Rate Schedules of Registered National Securities Ex- 
changes, Commission File No. 4-167 (1973); /n the Matter 
of Intra-Member Commission Rate Schedules of Registered 
National Securities Exchanges, Commission File No. 4-171 
(1974); /n the Matter of NASD Anti-Reciprocal Rule and 
Investment Company Brokerage Practices, Commission 
File No. 4-172 (1974); /n the Matter of Commission Rate 
Schedules of Registered National Securities Exchanges, 
Commission File No. 4-174 (1974). 


12/ E.g., SEC, Staff Report; Rule 394 (1965), reprinted in 
6 Study of the Securities Industry, Hearings Before the 
Subcommittee on Commerce and Finance of the House 
Committee on Interstate and Foreign Commerce, H.R. 
Serial No. 92-37e, 92d Cong., 2d Sess., pt. 6, at 3293-3372 
(1972); SEC, /nstitutional Investor Study Report, H.R. 
Doc. No. 92-64, 92d Cong., 1st Sess. (1971); Statement of 
the SEC on the Future Structure of the Securities Markets, 
Securities Exchange Act Release No. 9484 (February 2, 
1972) (“Future Structure Statement”); Report to the SEC 
by the Advisory Committee on Market Disclosure on a 
Composite Transaction Reporting System (July 17, 1972); 
Report to the SEC by the Advisory Committee on Block 
Transactions (August 7, 1972); Interim Report of the Ad- 
visory Committee on a Central Market System to the SEC 
on Regulation Needed to Implement a Composite Trans- 
action Reporting System (October 11, 1972); Report to the 
SEC by the Advisory Committee on a Central Market Sys- 
tem (March 6, 1973); SEC, Policy Statement on the Struc- 
ture of a Central Market System, Securities Exchange Act 
Release No. 10076 (March 29, 1973) (“Policy State- 
ment”); Preliminary Statement of the Advisory Committee 
on the Implementation of a Central Market System to the 
Securities and Exchange Commission, Securities Exchange 
Act Release No. 11131 (December 11, 1974); Securities 
and Exchange Commission Advisory Committee on the 
Implementation of a Central Market System, Summary 
Report (July 17, 1975). 














13/ Release No. 11628, supra note 4, at 4. 


14/ Id, at 5-6. Amendments to Rule 394(b) were proposed 
by the NYSE on October 4, 1974, pursuant to Rule 17a-8 
under the Act. The proposed amendments were described 
in the September Report, supra note 3, at 6-7 and in Ap- 
pendix A at A - 4-20. No action was taken on these amend- 
ments and the NYSE did not refile them pursuant to Sec- 
tion 19(b) of the Act and Rule 19b-4 thereunder. 


15/ For a more extensive discussion of existing exchange 
off-board trading rules, see Appendices A and C of the 
September Report, supra note 3, and Release No. 11628, 
supra note 4, at 4-14. 


16/ Five regional exchanges permit over-the-counter 
market makers to become members and act as alternate 
specialists while continuing their over-the-counter market 
making activities. See Appendix C of the September Re- 
port, supra note 3, at C - 20-29. Examples of categories of 
exempted transactions are: transactions in certain 
guaranteed and preferred securities, exchange approved 
specialist purchases and sales, foreign transactions, sales of 
restricted securities (i.e., those whose transferability is 
limited by the Securities Act of 1933), charitable trades, 
trades to correct errors, transactions in securities in which 
trading on the exchange has been suspended, purchases 
prior to special unregistered offerings and exchange dis- 
tributions, and unregistered secondary distribution sales. 


17/ Brokers and dealers which are not members of any ex- 
change may effect transactions as principal or agent freely 
in any market (including the third market) since they are 
not subject to exchange off-board trading rules. When 
executing a transaction on an exchange, of course, such a 
broker or dealer must negotiate access to that market in 
terms of any commission required by a member of that 
exchange as a fee for effecting an exchange execution; 
nonmember brokers and dealers may not effect transac- 
tions directly on an exchange without employing the 
services of an exchange member. 


18/ See September Report, supra note 3, at 23, 27. 
19/ See discussion infra, at 29. 
20/ See discussion infra, at 29-30. 


21/ Senate Committee on Banking, Housing and Urban 
Affairs, Report to Accompany S. 249, S. Rep. No. 94-75, 
94th Cong., 1st Sess. 13 (1975) (““S. 249 Report”). 
Accord, House Committee on Interstate and Foreign Com- 
merce, Report to Accompany H.R. 4111, H.R. Rep. No. 
94-123, 94th Cong., 1st Sess. 49 (1975) (H.R. 4111 Re- 
port”). 


22/ S. 249 Report, supra note 21, at 13. See, e.g., Sections 
6(b)(8), 19(b), 19(c), 19(e), 19(f) and 23(a) of the Act. 


23/ S. 249 Réport, supra note 21, at 7. 
24/ Id. at 8. 


25/ Specifically, Congress determined that the securities 
markets are an important national asset to be preserved 
and strengthened; that new data processing and commun- 
ications systems create the opportunity for more efficient 
and effective markets; that it is in the public interest to 
assure (i) economically efficient mechanisms for the execu- 
tion of transactions; (ii) fair competition among brokers 
and dealers, among markets and between exchange markets 
and over-the-counter markets; (iii) the availability of in- 
formation with respect to quotations for, and transactions 
in, securities; (iv) the practicability of brokers executing 
investors’ orders in the best market; and (v) an opportunity 
for investor orders to be executed without the participa- 
tion of a dealer, so long as such opportunity would be con- 
sistent with clauses (i) and (iv); and that the linking of all 
markets for qualified securities through communications 
and data processing facilities will foster efficiency, enhance 
competition, increase the information available to brokers, 
dealers and investors, facilitate the offsetting of customers’ 
orders and contribute to the best execution of such orders. 
See Section 11A (a)(1) of the Act. 


26/ S. 249 Report, supra note 21, at 8-9. In this regard, 
the S. 249 Report stated: 


[A] t this state of market development and technological 
innovation the Committee believes it is best to allow max- 
imum flexibility in working out specific details. For these 
reasons, the Committee determined it essential that the 
Commission be granted broad, discretionary powers to 
oversee the development of a national market system and 
to implement its specific components in accordance with 
the findings and to carry out the objectives set forth in the 
bill. 


Id. at 7. 
27/ Id. at 8. Similarly, the H.R. 4111 Report stated: 


The bill does not attempt to give definition to a national 
market system. Nor is it. either feasible or desirable [sic] 
for the Commission or any other agency of the govern- 
ment to predetermine and require a particular structure. 
Instead, the Commission is directed to act to modify the 
structure as it evolves through the ingenuity and response 
of the marketplace to the extent that changes occur that 
are found inconsistent with the public interest. Neverthe- 
less, this bill does define certain goals and principles to 
serve as a guide to the industry and to the Commission in 
this evolutionary process. These goals . . . embrace the 
principles of competition in which all buying and selling 
interests are able to participate and be represented. The 
objective is to enhance competition and to allow economic 
forces, interacting within a fair regulatory field, to arrive 
at appropriate variations of practices and services. Neither 
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the markets themselves nor the broker-dealer participant 
[sic] in these markets should be forced into a single mold. 
Market centers should compete and evolve according to 
their own natural genius and all actions to compel uni- 
formity must be measured and justified as necessary to 
accomplish the salient purposes of the Securities Exchange 
Act, assure the maintenance of fair and orderly markets 
and to provide price protection for the orders of investors. 


H.R. 411 Report, supra note 21, at 50-51. 


28/ Section 11A(d)(1) of the Act. The National Market 
Advisory Board was established on September 30, 1975. 


29/ Section 11A(d)(3)(A) of the Act. 
30/ Section 11A(d)(2) of the Act. 


31/ Sections 6(b)(5), 11 A(a)(1)(C), 11A(a)(2) and 15A(b) 
(6) of the Act. 


32/ Sections 11A(a)(1)(C) and 11A(a)(2) of the Act. 
33/ Sections 2, 6(b)(5) and 15A(b)(6) of the Act. 
34/ Section 11A(a)(1)(C)(ii) of the Act. 

35/ Sections 6(b)(5) and 15A(b)(6) of the Act. 

36/ Section 11A(a)(1)(C)(iv) of the Act. 

37/ Section 11A(a)(1)(C)(i) of the Act. 

38/ Section 11A(a)(1)(C)(v) of the Act. 

39/ S. 249 Report, supra note 21, at 8. 

40/ Id. at 13. 


41/ Sections 6(b)(5), 11A(a)(1)(C), 11A(a)(2) and 
15A(b)(6) of the Act. 


42/ See 2 SEC, Special Study of Securities Markets, H.R. 
Doc. No. 95, 88th Cong., 1st Sess. 14(1963) (“Special 
Study’’), which states: 


“Fair” and “honest” presumably encompass the notion of 
freedom from manipulative and deceptive practices of all 
kinds and may be regarded as positive expressions of the 
Act's ban on such practices, acts and devices. “Fair” also 
presumably implies, especially in the several references to 
“fair dealing” and also the reference to “unfair discrimina- 
tion between customers of issuers, or brokers or dealers,”’ 
that there be no undue advantage or preference among 
Participants in the marketplace, i.e., that there be no un- 
necessary discrimination in opportunity or treatment or in 
access to facilities or information. As among participants 
within any properly recognized category - those making 
similar uses of, contributions to, and demands upon the 
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market facilities - discrimination would be altogether un- 
acceptable. As between different categories - where dif- 
ferent uses, contributions, or demands might appropriately 
be recognized - differences in opportunity and treatment 
would be held to the absolute minimum consistent with 
the recognized differences. In short, a market which per- 
mitted any unwarranted discriminations would not be con- 
sidered “fair” in the fullest sense. [Footnotes omitted.] 


43/ “Orderly” presumably implies efficiency and economy 
of operations, but also embraces concepts of regularity and 
reliability of operation - “‘a market which does not ‘fold 
up’ when the pressure on dealers becomes too heavy” and 
the concept of avoidance of wide price swings within rela- 
tively short spans of time. In the sense of efficiency, 
“orderly”’ might include the degree of assurance, through 
available market mechanisms, that the highest bidders and 
lowest offerors do not miss each other to the disadvantage 
of both. In the sense of avoidance of wide price swings, 
“orderly” shades into and perhaps encompasses the con- 
cept of “continuity,” discussed below; but whereas the 
latter term puts emphasis on price constancy from transac- 
tion to transaction, “‘orderly’’ may also imply constancy 
over periods of days or weeks, i.e., a degree of stability. 
However, neither of these latter concepts is explicitly set 
forth in the statute, as a definition of “orderly” or other- 
wise. [Footnotes omitted.] 


Id. at 15. 
44/ Section 2 of the Act. 
45/ See, e.g., Sections 6(b)(5) and 15A(b)(6) of the Act. 


46/ See Securities Exchange Act Release No. 11815 
(November 10, 1975), 40 F.R. 53085 (November 14, 
1975). 


47/ The provisions of the proposed MRR would not have 
applied to any of the following transactions: 


(i) Any transaction which is part of a primary distribution 
by an issuer, or a registered or unregistered secondary dis- 
tribution, effected off the Floor of the Exchange; 


(ii) Any transaction made in reliance on Section 4(2) of 
the Securities Act of 1933; 


(iii) Any trade at a price unrelated to the current market 
for the security to correct an error or to enable the seller to 
make a gift; 


(iv) Any transaction pursuant to a tender offer; 


(v) Any purchase or sale of securities effected upon the 
exercise of an option pursuant to the terms thereof or the 
exercise of any other right to acquire securities at a pre- 
established consideration unrelated to the current market 
for such securities; : 





to 








(vi) Any purchase or sale of any security, trading in which 
has been suspended by the Exchange pending review of the 
listing status of such security; 


(vii) The acquisition of securities by a member organization 
as principal in anticipation of making an immediate special 
offering or exchange distribution on the Exchange under 
Rule 391 or Rule 392; 


(viii) Any purchase or sale of any of the guaranteed or pre- 
ferred stocks included within the listing of such stocks as 
may from time to time be issued by the Exchange, pro- 
vided, however, that every proposed transaction in any 
such security by a member, member organization or 
affiliated person should be reviewed in light of factors 
involved, including the market on the Floor of the Ex- 
change, the price, and the size, so that whenever possible 
the transaction may be effected on the Floor; and 


(ix) Any other purchase or sale of any security under 
extraordinary or emergency conditions which receives the 
prior approval of the Exchange. 


Id. 


48/ Proceeding Transcript, supra note 10, at 26 (APAM) 
passim. 


49/ Id. at 767 passim (SIA). 
50/ Id. at 944 passim (MSE). 


51/ See September Report, supra note 3, at 16-20 and 
Appendix C thereto. 


52/ See Proceeding Transcript, supra note 10, at 18-20 
(APAM). See also Comments of the United States Depart- 
ment of Justice in the Matter of Proposals to Amend or 
Abrogate Off-Board Trading Rules of National Securities 
Exchanges (November 10, 1975), Commission File No. 
4-180 (1975) (“Justice Comments”). 


53/ See, e.g., Policy Statement, supra note 12, at 42-43. 


54/ Proceeding Transcript, supra note 10, at 122 (Source 
Securities); and at 420, 464-65 (Weeden). See also Exhibit 
4 to the Testimony of Weeden & Co., Memorandum on a 
Comparison of Third Market Transaction Prices with New 
York Stock Exchange Quotation Prices, introduced during 
the October Hearings. 


55/ Proceeding Transcript, supra note 10, at 1120 (NYSE); 
cf. id, at 718 (Treasury). 


56/ /d. at 420 (Weeden). 


57/ See Securities Exchange Act Rule 11b-1, NYSE Rule 
104 and Amex Rule 170. 


58/ Proceeding Transcript, supra note 10, at 531 (Morgan 
Stanley). 


59/ /d. at 122 (Source Securities); and at 420 (Weeden). 


60/ Cf. id. at 414, 451-54, 486 (Weeden), and Justice 
Comments, supra note 52, at 18. Contra, Proceeding Trans- 
cript, supra note 10, at 195 (PSE); at 971 (MSE); and at 
1099 (NYSE). 


61/ Proceeding Transcript, supra note 10, at 42-43, 70-71 
(APAM); at 270, 330-31 (Merrill Lynch); at 373 (INA); at 
762 (SIA); at 869 (Amex); and at 1095, 1139 (NYSE). 


62/ /d., at 15, 81-82 (APAM); at 165 (SOA); at 270a-71a, 
330(Merrill Lynch); at 372, 392-93 (INA); at 517, 550 
(Morgan Stanley); at 659-60, 668-70, 683 (BSE); at 762-63 
(SIA); and at 1084, 1095-97, 1139, 1140 (NYSE). 


63/ /d. at 12 (APAM); at 161-66 (SOA); at 391-92 (INA); 
at 561 (NAIC); at 764 (SIA); and at 976-79 (MSE). 


64/ Id. at 20-21 (APAM); at 391-92 (INA); at 791-93 
(SIA); at 904 (Amex); and at 976-79 (MSE). 


65/ /d. at 22-23, 83 (APAM); at 271a, 292, 329-30 
(Merrill Lynch); at 561 (NAIC); at 762-65, 815 (SIA); at 
830, 847 (Amex); at 1086-87 (NYSE). Contra, id. at 505- 
06 (Weeden). 


66/ /d. at 518 (Morgan Stanley); at 606, 624, 640 (Ad Hoc 
Committee); and at 763 (SIA). 


67/ See notes 62-64 supra. 


68/ /n re Rules of the New York Stock Exchange, 10 SEC 
270 (1941). 


69/ An exception would be competition for large block 
transactions, where it is acknowledged that well-capitalized 
firms have a distinct advantage over firms of lesser financial 
means because of their ability to “position” portions of 
blocks for their own accounts when necessary to complete 
block trades. 


70/ This is so even if it is assumed that substantial order 
centralization and existing mechanisms for equalizing 
brokerage opportunities are attributable to those rules. 


71/ Sporadic off-board principal trades by exchange mem- 
bers either to “position” a portion of a block or to acquire 
or dispose of an investment position would not appear to 
contribute materially to market fragmentation. 


72/ Such protection might be afforded, for example, by 
prohibiting market makers from dealing directly (instead of 
through a broker) with non-professional, non-institutional 
customers, or by requiring the prices at which transactions 
with such customers are effected to be no less favorable 
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than those which the firm knew or ought to have known 
could have been obtained for those customers if the firm 
had been acting in an agency capacity. See September 
Report, supra note 3, at 34-35. 


73/ See Section 11A(a)(1)(C) of the Act. 
74/ See Section 11A(a)(1)(C)(ii) of the Act. 
75/ See Sections 11A(a)(1)(C)(iii)-(iv) of the Act. 


76/ See Section 11A(a)(1)(C)(v) of the Act. Such an 
opportunity, of course, presently exists by means of the 
specialist’s limit order book. 


77/ See discussion infra at 47-53. 


78/ An example is Rule 11b-1 under the Act (affecting 
only “primary” exchange specialists because over-the- 
counter market makers are not covered by the Rule), and 
rules of certain exchanges (such as NYSE Rule 104 and 
Amex Rule 170). 


79/ NYSE Rule 113. See Policy Statement, supra note 12 
at 42-46 and the September Report, supra note 3, at 20. 


80/ NYSE Rule 104. 
81/ Cf. Chicago Board Options Exchange, Rule 8.7. 


82/ Examples are so-called “negative obligations,” which 
prohibit certain specialist purchases from or sales to his 
limit order book, which bar specialists from dealing 
regularly in a destabilizing manner, and which prevent 
these specialists from dominating trading. 


83/ See discussion infra at 47-53. 


84/ The National Market Advisory Board (‘““NMAB’’) was 
established on September 30, 1975, pursuant to Section 
11A(d)(1) of the Act. 


85/ See discussion infra at 46. 


86/ The Commission wishes to stress that all of the argu- 
ments presented at the October Hearings and by com- 
mentators in favor of preserving exchange off-board trad- 
ing rules governing principal transactions were addressed 
solely to the potential adverse consequences of permitting 
members to engage in round-lot transactions (particularly 
as market makers) in the over-the-counter market. The 
Commission’s agreement with certain of the concerns 
expressed, to the extent indicated above, is confined to 
such transactions. Thus, for example, the reasons which 
have pursuaded the Commission to permit, for the present 
time, retention of exchange rules barring members from 
effecting round-lot transactions in exchange-listed securities 
over-the-counter have no application to off-board transac- 
tions in odd lots. Any construction of existing off-board 
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trading rules which would prevent exchange members 
from effecting odd-lot transactions in exchange-listed 
securities off-board would represent the imposition of 
burdens on competition which cannot be justified by refer- 
ence to the purposes of the Act. 












87/ Such rules, as a prerequisite to consummation of an 
over-the-counter agency transaction, either require ex- 
change members to obtain permission from the exchange 
(e.g., PBW Rule 132, which also requires a ““bona fide 
effort to effect transactions on the Exchange’’) or compel 
exchange members to follow procedures of sufficient 
difficulty to inhibit them from attempting such executions 
(e.g., NYSE Rule 394(b), requiring compliance with 
elaborate and time-consuming procedures). See September 
Report, supra note 3, at 23-24. 


88/ /d. at 2, 23. A complete description of exchange off- 
board trading rules affecting agency transactions is set 
forth in the September Report at 2-10. The ways in which 
those rules function are discussed in Appendices A and C 
to the September Report. 


89/ /d. at 38. Contra, Proceeding Transcript, supra note 
10, at 178 (SOA); at 373 (INA); and at 767 (SIA). Of 
course, any mechanism for displacement of certain orders 
by others (e.g., by requiring satisfaction of public limit 
orders entered in a central electronic limit order repository) 
would have the effect of subordinating the interest of cer- ; 
tain customers to those of others; but a national mechan- 
ism to perform this function would not have the effect of 
preventing brokers, as a practical matter, from seeking the 
most favorable executions available in any market center. 


90/ September Report, supra note 3, at 6-10. See a/so 
Appendix C thereto. 


91/ Id. at 6-10 and Appendix C thereto, at C - 13-14, 
17, 19. 


92/ Id. at 6-10 and Appendix C thereto, at C - 21-29. 


93/ See Proceeding Transcript, supra note 10. 





94/ Id. 


95/ See September Report, supra note 3, at 22, and Ap- | 
pendix C thereto, at C-18; Proceeding Transcript, supra 
note 10, at 675 (BSE); at 742 (Treasury); at 785, 804-07 
(SIA); at 1032-33 (MSE); and at 1354, 1362 (Oppen- 
heimer). 


96/ Proceeding Transcript, supra note 10, at 233 (PSE), 
at 695 (BSE); at 742 (Treasury); at 900 (Amex), at 1046- | 
47 (MSE); at 1409 (Oppenheimer); and at Exhibit 2to the | 
Testimony by Merrill Lynch at 30-31, Commission File 
No. 4-180 (1975). 























97/ For discussion of certain rules introduced during the 
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course of the October Hearings, see 14-16 supra. 


98/ Id. See Proceeding Transcript, supra note 10, at 27, 
56-57, 100, 102-03, 105-06 (APAM); at 945-52, 962-64 
(MSE); and at 1113-14 passim (NYSE). 


99/ Id. 


100/ See generally September Report, supra note 3, and 
Appendix B thereto. 


101/ Id. 


102/ Proceeding Transcript, supra, note 10, at 372 (INA); 
at 829-31 (Amex); at 558 (NAIC); and at 1092, 1204 
(NYSE). Cf. id. at 942-43 (MSE). 


103/ See September Report, supra note 3, at 19, 23 and 
Appendix C thereto at C - 20-29, for a discussion of rules 
of various regional exchanges which permit over-the- 
counter market makers to become members and make 
markets on those exchanges while continuing to make 
markets over-the-counter; Proceeding Transcript, supra 
note 10, at 18, 55 (APAM); at 235 (PSE); and at 828, 
938-39 (Amex). Cf. id. at 419-20 (Weeden); at 665 (BSE); 
at 536-37 (Morgan Stanley); at 236 (PSE); and at 343 
(Merrill Lynch). 


104/ Proceeding Transcript, supra note 10, at 147 (Source 
Securities); at 343 (Merrill Lynch); at 828, 843 (Amex); 
at 1095, 1130-31 (NYSE); and at 1433-34 (Oppenheimer). 


105/ September Report, supra note 3, at 23. 

106/ To a certain extent, of course, this also would be true 
of over-the-counter executions, but the comparative ef- 
ficiency of over-the-counter executions, at least for some 
firms, would appear to encourage brokers to consider a 
direct third market execution in cases where they would 
not consider a regional exchange execution. 


107/ Proceeding Transcript, supra note 10, at 587-88, 591 
(NAIC); and at 423-24 (Weeden). 


108/ September Report, supra note 3, at 25. 


109/ /d.; Proceeding Transcript, supra note 10, at 769-70, 
778 (SIA); and at 1021-23 (MSE). 


110/ September Report, supra note 3, at 25. 


111/ See Release No. 11628, supra note 4, at 27. Proceed- 
ing Transcript, supra note 10, at 1026 (MSE). 


112/ Proceeding Transcript, supra note 10, at 342-43, 354 


’ (Merrill Lynch). Cf. id. at 440-41 (Weeden). 


113/ September Report, supra note 3, at 24-26. 


114/ See Sections 11A(a)(1)(C)(i)-(iv) of the Act. 


115/ Proceeding Transcript, supra note 10, at 39-41, 90 
(APAM); at 829, 834, 848 and 869 (Amex); at 372, 374 
(INA); at 165 (SOA); at 191-92 (PSE); at 659, 684-85 
(BSE); at 292 (Merrill Lynch); at 763-66 (SIA); and at 
533-34, 549 (Morgan Stanley). Contra, id. at 111 (Source 
Securities); and at 420, 443 (Weeden). 


116//d. at 723-24 (Treasury); and at 820 (SIA). 


117/ Id. at 310-11, 342-43 (Merrill Lnych); at 570 (NAIC); 
at 796, 804-07, 819-20 (SIA); at 723-24 (Treasury); at 829 
(Amex); at 239 (PSE); and at 1200-02 (NYSE). Cf. 

Justice Comments, supra note 52, at 15. 


118/ Proceeding Transcript, supra note 10, at 84-85 
(APAM); and at 343-44 (Merrill Lynch). 


119/ See generally Policy Statement, supra note 12, and 
the Future Structure Statement, supra note 12. 


120/ See discussion of off-board trading rules governing 
principal transactions, supra at 17-28. 


121/ The NYSE testified that in 1970, approximately 
82.5% of all transactions in NYSE-listed securities were 
effected on the NYSE, 11.1% were effected on the regionals 
and 6.3% were effected in the third market. In 1975, these 
figures were 85%, 10.7% and 4.3%, respectively. Proceeding 
Transcript, supra note 10, at 1137 (NYSE). 


The Amex testified that approximately 97% of all trans- 
actions in Amex-listed securities were effected on the 
Amex, 142% on regional exchanges and 1%2% in the third 
market. /d. at 876-77 (Amex). 


122/ Cf. id. 319 (Merrill Lynch); and 2 Special Study, 
supra note 42, at 941. 


123/ Orders of block size generally are arranged “upstairs” 
by block trading firms at a negotiated price; consequently, 
the physical location where the order is executed would 
not appear to be of particular importance for such orders. 


124/ Proceeding Transcript, supra note 10, at 306 (Merrill 
Lynch); and at 804-07, 820 (SIA). 


125/ Id. at 310-11, 342-43 (Merrill Lynch); at 570 (NAIC); 
at 796, 804-07, 819-21 (SIA); at 723-24 (Treasury); at 829 
(Amex); at 239 (PSE); and at 1200-02, 1240, 1267-69, 
1273 (NYSE). See Justice Comments, supra note 52. 


126/ See, e.g., Policy Statement, supra note 12, at 46-48, 
57-58, and 63-64. 


127/ \t appears to the Commission that lesser standards for 
such executions (e.g., last sale on the NYSE) could present 
significant problems in terms of the fiduciary obligations 
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of firms attempting in-house crossing of agency orders, 
particularly with respect to disclosures of the potential 
disadvantages of an in-house execution program. 


128/ See, e.g., Section 15(c)(5) of the Act. 
129/ See discussion supra at 6. 


130/ This might result, for example, from the greater 
efficiency in effecting a transaction directly with an over- 
the-counter market maker rather than meeting him on a 
regional exchange. 


131/ In this regard the Commission notes that the Pacific 
Stock Exchange testified that the market maker on their 
exchange with the largest share volume was an over-the- 
counter market maker. Proceeding Transcript, supra note 
10, at 236 (PSE). 


132/ Proceeding Transcript, supra note 10, at 194 (PSE); 
at 668, 706 (BSE); and at 447, 486 (Weeden). 


133/ /d. at 20-22, 82 (APAM); at 194 (PSE); at 292, 362- 
65 (Merrill Lynch); at 374 (INA); at 659-60 (BSE); at 764 
(SIA); and at 1084, 1140 (NYSE). Contra, Justice Com- 
ments, supra note 52, at 20. 


134/ Policy Statement, supra note 12, at 31-32; 2 Special 
Study, supra note 42, at 908-09. 


135/ See discussion supra at 27. 


136/ Contra, Proceeding Transcript, supra note 10, at 
190-91 (PSE); at 308-09 (Merrill Lynch); at 558 (NAIC); 

at 708 (BSE); at 762-65 (SIA); at 834, 867, 878-79 (Amex); 
and at 1097 (NYSE). 


137/ Id. at 36, 49, 91-95 (APAM); and at 716-17 (Treasury). 


See Exhibit | to the Testimony of the NYSE at the October 
Hearings, Commission File No. 4-180 (1975). 


138/ Proceeding Transcript, supra note 10, at 15 passim 
(APAM); at 192 (PSE); at 270 (Merrill Lynch); at 391-92 
(INA); at 518-19, 525-26 (Morgan Stanley); at 659, 685 
(BSE); at 715-18 (Treasury); at 762-65 (SIA); at 834 
(Amex), and at 1110-11 (NYSE). Contra, Exhibit V to the 
Testimony of Weeden at the October Hearings, Commis- 
sion File No. 4-180 (1975). 


139/ See Proceeding Transcript, supra note 10, at 217-18 
(PSE). 


140/ Thus, for example, the Senate Banking, Housing and 
Urban Affairs Committee concluded that: 





A healthy, highly competitive system of market makers is 
essential to an efficient national market system. Investiga- 
tions by the Committee have adequately demonstrated 

that in our increasingly complex and institutional markets 
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a single specialist, regardless of the regulation and exhorta- 
tion to which he is subject, cannot provide adequate 
liquidity and continuity to the market for a security. To 
assure that our markets are able to serve the needs of both 
individual and institutional investors, the Committee be- 
lieves many types of market makers are necessary and that 
encouragement should be given to all dealers to make 
simultaneous competing markets within the new national 
system. 


S. 249 Report, supra note 21, at 14. 


141/ See e.g., Proceeding Transcript, supra note 10, at 
270 (Merrill Lynch); at 561 (NAIC); at 678-79 (BSE); and 
at 945-58 (MSE). 


142/ See Policy Statement, supra note 12, at 16-18. 


143/ Proceeding Transcript, supra note 10, at 86-87 
(APAM); at 115 (Source Securities); at 185-86 (PSE); at 
270 passim (Merrill Lynch); at 523-24, 534 (Morgan 
Stanley); at 675, 680 (BSE); at 759, 764-69 (SIA); at 830 
(Amex); at 1017 passim (MSE); and at 1107-08 (NYSE). 
Cf. Justice Comments, supra note 52, at 20. 


144/ It also has been argued that abrogation of exchange 
rules governing agency transactions would permit the in- 
house crossing of small orders by large retail firms, and 
that the initiation of such activity would result in the same 
kind of fragmentation of the markets discussed supra in 
connection with continuous “upstairs” round-lot market 
making. The Commission, however, does not believe this 
development will occur since there appears to be little 
possibility that in-house crossing of small agency orders 
will offer cost savings of sufficient size to offset the dif- 
ficulties and legal risks inherent in “bunching” or queuing 
market orders in-house and the costs of reprogramming 
automatic order routing systems to perform this function. 
Unlike “upstairs’’ market making, in-house crossing of 
agency orders would not afford profits from a ““jobber’s 
turn.” 


145/ Proceeding Transcript, supra note 10, at 724 (Treas- 
ury) at 456-57 (Weeden); at 759, 766-67 (SIA); and at 
944-45, 958 (MSE). Cf. id. at 848, 871, 917 (Amex); and 
at 1093-94 (NYSE). 


146/ Id. at 12 (APAM); at 560-61 (NAIC); at 763 (SIA); 
and at 1095-96 (NYSE). 


147/ Id. 


148/ Moreover, as pointed out by the Senate Committee on 
Banking, Housing and Urban Affairs: 





To achieve the objectives of a national market system, the 
private sector, under the supervision of the SEC, will be 
called upon to develop and operate sophisticated com- 
munication and data processing facilities. But the sub- 
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stantial investment that these facilities will require would 
be wasted if brokers were prevented by restrictive rules and 
practices from using them to search out the best price for 
their customers or if dealers were prevented or hindered by 
unnecessary or inappropriate regulatory requirements or 
limitations from engaging in market making activities. The 
Committee therefore believes that the first order of priority 
in creating a national market system is to breakdown the 
unnecessary regulatory restrictions which now impede con- 
tact between brokers and market makers and which re- 
strain competition among markets and market makers. 


§. 249 Report, supra note 21, at 13. 


149/ As indicated above, the Commission believes that not 
even these interim provisions can be justified as permanent 
features of the regulatory pattern governing exchange 
trading. 


150/ Proceeding Transcript, supra note 10, at 78 (APAM); 
at 112 (Source Securities); at 163-64 (SOA); at 183 

(PSE); at 271 (Merrill Lynch); Exhibit 2 to the Testimony 
of Merrill Lynch; Commission File No. 4-180 (1975); at 
412 (Weeden); at 514 (Morgan Stanley); at 601 (Ad Hoc 
Committee); at 661 (BSE); at 711 (Treasury); at 759 
(SIA); at 851 (Amex); at 943-44 (MSE); at 1073-74 
(NYSE); and at 1325-26 (NYC). 


151/ See Exhibit 1 to the Testimony of Merrill Lynch and 
Exhibit 6 to the Testimony of Weeden at the October 
Hearings, Commission File No. 4-180 (1975). 


152/ SEC, Future Structure Statement, supra note 12, at 
8-9. 


153/ Securities Exchange Act Release Nos. 11030 (Septem- 
ber 27, 1974); 11468 (June 12, 1975). 


154/ Securities Exchange Act Release No. 11497 (June 26, 
1975). 


155/ See Letter from Ray Garrett, Jr., Chairman, SEC, to 
American Stock Exchange, Inc., Midwest Stock Exchange, 
Inc., National Association of Securities Dealers, Inc., New 
York Stock Exchange, Inc., Pacific Stock Exchange, Inc., 
and PBW Stock Exchange, Inc., September 27, 1974; 
Securities Exchange Act Release Nos. 11796 (November 5, 
1975); 11797 (November 5, 1975); Letter from Robert J. 
Birnbaum, Vice-President, American Stock Exchange, Inc., 
to Bart Friedman, Special Counsel, Division of Market 
Regulation, SEC, September 22, 1975. 


156/ See Securities Exchange Act Release No. 10787 
(May 10, 1974). 


157/ See Securities Exchange Act Release Nos. 11288 
(March 11, 1975); 11406 (May 7, 1975). 


158/ Securities Exchange Act Release No. 11203 (January 


23, 1975). 
159/ See Section 11A(a)(1)(C) of the Act. 


160/ For example, under the rules of the NYSE, the bid 
and offer which is first in time has “priority” and is 
entitled to the first execution at a given price. However, if 
orders are placed simultaneously, the order of execution is 
determined by the principle of ““precedence,”’ which pro- 
vides that bids or offers are to be executed in order of size. 
Since when an execution occurs, all other orders on the 
floor awaiting execution lose their priority and are treated 
as if they all arrived simultaneously — thereby triggering 
the principal of precedence in size — a small limited price 
order entered weeks ago is generally executed behind 
larger orders even if the larger orders are entered later in 
time. See 2 Special Study, sopra note 42, at 41. 


161/ During the course of our October Hearings, a number 
of witnesses endorsed the concept of a composite book. 
See, e.g., Proceeding Transcript, supra note 10, at 115 
(Source Securities); at 185-87 (PSE); at 281, 288-90, 
332-33, 366 (Merrill Lynch); at 448-52, 502-03 (Weeden); 
at 593-96 (NAIC); 678-79 (BSE); at 712-13, 727-28 
(Treasury); at 785-87, 821-23 (SIA); and at 945-46, 948- 
49, 996-99, 1001-03 (MSE). In addition, one exchange, the 
Midwest Stock Exchange, has submitted a plan for the 
development of a consolidated book system. See Letter 
from John G. Weithers, Executive Vice-President, Midwest 
Stock Exchange, to Robert C. Lewis, Deputy Director, 
Division of Market Regulation, SEC, November 26, 1975. 
These proposals have proved extremely helpful in our 
formulation of a program for the achievement of a 
composite book. 


162/ Aithough it has been suggested that public orders 
other than those entered on the book, such as “not-held”’ 
orders in the crowd, should also be protected, the Commis- 
sion cannot envisage at this time a method of protecting 
bids and offers other than those which are firm at a dis- 
closed price and size. See Policy Statement, supra note 12, 
at 18-20. The Commission believes that only one inquiry 
should have to be made by a broker holding a customer's 
order, and that a requirement that a broker go to more than 
one place to expose his order to other potential buyers or 
sellers would be impractical and inefficient. The practical 
difficulties posed by any requirement that a broker do 
more than check one central location (e.g., a composite 
book) to determine the extent of any displacement in con- 
nection with attempting an execution, especially with rela- 
tively small orders, are in part the basis for the Commis- 
sion’s determination not to require that all existing books 
be cleared before an order could be executed at an inferior 
price in any market. See September Report, supra note 3, 
at 45. 


163/ For purposes of the proposed rule, the term 
“specialist” shall include any alternate specialist or other 


exchange market maker; the term “qualified third market 
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maker” shall have the same meaning as in Rule 17a-16 
under the Act. 


164/ The Commission will also consider authorizing a 
joint venture of all national securities exchanges and the 
NASD pursuant to its authority under Section 11A(a)(3) 
(B) of the Act. 


165/ See Sections 11A(b) and 11A(c)(1) of the Act; S. 249 
Report, supra note 21, at 11-12. 


166/ In determining to permit an exchange to mandate 
Participation in a proposed off-board agency execution 
only by limit orders, the Commission is in large measure 
relying upon brokers to exercise their professional judg- 
ment in determining whether a specialist or other buyers 
and sellers represented on the floor should participate in a 
particular order. Moreover, if the bids or offers of the 
specialist or of customers represented in the crowd are 
competitive, the Commission believes that each should 
continue to participate in a large portion of the order flow 
brought to the floor of an exchange, as thev do today. The 
Commission sought to keep to an absolute minimum the 
limitations which could be imposed on a broker’s ability to 
exercise his professional judgment in pursuing the most 
favorable opportunities possible under prevailing market 
conditions for the execution of his customer’s order. 


2s 22 


APPENDIX 
Legislative Consideration of Off-Board Trading Rules 


The Congressional concern over the impact of exchange 
off-board trading rules originated with certain studies of 
the United States securities markets undertaken by the 
Congress after passage of the Securities Investor Protection 
Act of 1970. Those studies were conducted by the House 
Subcommittee on Commerce and Finance of the Commit- 
tee on Interstate and Foreign Commerce 1/ and the Senate 
Subcommittee on Securities of the Committee on Banking, 
Housing and Urban Affairs. 2/ The studies examined, in 
detail, the development and operation of the securities 
markets, and, among other things, analyzed the impact of 
exchange off-board trading rules. 


The dominant theme of the reports issued after the con- 
clusion of these studies was a reaffirmation of the benefits 
that would accrue from increased competition in the 
industry. The Senate Study stated that public investors: 


... are entitled to the benefits of the present combination 
of markets, freed of the restrictions which distort the alloc- 
ation of orders and deprive them of best execution of their 
transactions. The efforts of government and industry in 
this area should be directed, not to the creation of barriers 
between different groups of participants in the securities 
markets, but to the elimination of barriers which presently 
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impede their communication and competition. 3/ 


The Subcommittee was of the view that competition, and 
the addition of increased market-making capacity, would 
add depth, liquidity and stability to the securities markets, 
The Senate Study concluded its chapter on the Structure 
of the Securities Markets with the following recommenda- 
tion: 


The Subcommittee therefore recommends that Rule 394 
be amended, either by the NYSE on its own initiative or 
at the direction of the SEC, to permit exchange members 
to deal net with third market-makers, without prior per- 
mission of the Exchange, subject to a requirement that 
public orders be given priority in the actual consummation 
of the transaction. 4/ 


Following publication of the Senate Study, S. 2519 and 

S. 3126 were introduced in the Senate on October 2, 1973, 
and March 7, 1974, respectively. The substance of S. 3126 
ultimately was incorporated into S. 2519 and four other 
Senate bills contemplating amendments to the Securities 
Exchange Act of 1934 (the “Act”’) were combined and re- 
introduced in January, 1975, as S. 249. 


While a primary goal of S. 249 was the introduction of 
greater competition into the securities markets, S. 249 did 
not provide for the elimination of any particular enumer- 
ated rules. Rather, Section 27(b) of the bill would have 
required the Commission to review present rules of national 
securities exchanges to ensure that they were in compliance 
with applicable requirements of the Act, including require- 
ments that such rules do not place any burden on competi- 
tion not necessary or appropriate in furtherance of the 
purposes of the Act. 5/ 


The Report of the Committee on Banking, Housing and 
Urban Affairs to accompany S. 249 to the U.S. Senate 
(April 14, 1975) stated that the removal of unnecessary 
regulatory restrictions was important since: 


In the Committee’s view the fundamental goals of a 
national market system must include (1} providing an 
investor or his broker with the ability to be able to de- 
termine, at any given time, where a particular transaction 
can be effected at the most favorable price and (2) creating 
an incentive for mu!tiple market makers to deal in depth 
on a continuous basis. 6/ 


The Committee indicated its view that competition be- 
tween individual firms, as well as the various exchange and 
over-the-counter markets, would be “‘a critical element in 
the successful functioning of the national market system.” 7/ 
The elimination of restrictions which impede contact 
between brokers and markets, and which restrain competi- 
tion among markets and market makers was necessary to 
assure that “the total market for each security” would be 
“as liquid and orderly as the characteristics of that security 
warrant,” and that “investors [w] ould be able to obtain 
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the best execution of their orders.” 8/ 
The Committee was concerned that: 


... the substantial investment that these facilities [sophis- 
ticated communication and data processing equipment] 
will require would be wasted if brokers were prevented by 
restrictive rules and practices from using them to search 
out the best price for their customers or if dealers were 
prevented or hindered by unnecessary or inappropriate 
regulatory requirements or limitations from engaging in 
market making activities. 9/ 


In its report on the Securities Industry Study, the House 
Subcommittee on Commerce and Finance of the Commit- 
tee on Interstate and Foreign Commerce emphasized the 
salutory effects that would be achieved by the introduction 
of additional competition into the securities markets. 


The House Report stated: 


A review of the Subcommittee’s record convinces us that in 
the securities industry undue emphasis has been placed on 
regulation instead of competition. We find that such 
emphasis has been unwarranted. The Subcommittee finds 
that in the economic areas affecting the securities industry, 
competition, rather than regulation, should be the guiding 
force. We have proposed, therefore, in other chapters of 
the report, to abolish the fixed minimum commission rate 
system; to open up membership on registered national 
securities exchanges to all registered broker-dealers who 
meet applicable capital and competency requirements; to 
prohibit boycotts such as New York Stock Exchange rule 
394 and to provide for competition among market makers, 
including specialists. We find that at least in these areas 
competition rather than regulation, should control. 10/ 


The approach taken by the House Study differed some- 
what from the Senate Study in that the House recom- 
mended the immediate abrogation of off-board trading 
rules as an unjustified inhibition to competition between 
markets. 


The Subcommittee concluded that: 


In a central market system whose objectives are that cus- 
tomers should receive the best possible execution of their 
orders in any market wherever situated and that such 
orders be transacted at the lowest possible cost, rule 394 
has no justification. Accordingly, the New York Stock 
Exchange should immediately rescind the rule. If this is 
not done the Subcommittee will introduce legislation 
which will have the effect of abrogating the rule. \t may 
be argued that any action on rule 394 should be delayed 
until the central market system becomes a reality, for at 
that time the concept of ‘off-board trading’ would dis- 
appear. The subcommittee disagrees. The development of a 
central market system may take a number of years, and 
rule 394 should not be allowed to continue during that 


period of time. 11/ (emphasis in original) 


The recommendations of the House Study were embodied 
in H.R. 5050, introduced on March 1, 1973, in the 93d 
Congress. While H.R. 5050 failed to pass the 93d Congress, 
a bill virtually identical to it, at least insofar as provisions 
concerning the development of a national market system 
are concerned, was introduced on January 14, 1975, at the 
start of the 94th Congress. 12/ 


Like its Senate counterpart, H.R. 4111 emphasized the 
importance of introducing greater competition into the 
securities markets. 13/ The House bill departed from the 
approach taken by S. 249, however: §501 of H.R. 4111 
would have added a new Section 20B to the Act, mandat- 
ing the elimination of exchange rules which limit or condi- 
tion the ability of a member to transact business on any 
other exchange or otherwise than on an exchange by a date 
certain unless the rule was specifically approved by the 
Commission. 14/ 


The Committee Report to accompany H.R. 4111 explained 
this provision of the bill and focused on what the Commit- 
tee viewed as the substantial and unjustifiable burden on 
competition that rules such as NYSE Rule 394 repre- 

sent. 15/ 


[A] n overriding and fundamental purpose of this legisla- 
tion is to strengthen our capital markets by removing 
artificial barriers to competition which impede market 
efficiency and unnecessarily interfere with the evolution 

of a national market system. The Committee's goal is to 
create a regulatory structure which assures that investors 
will be able to obtain the most favorable price for securities 
and that market liquidity is maximized through open 
competition among multiple market makers. 


Among the more significant barriers to competition be- 
tween market makers have been the New York Stock Ex- 
change’s Rule 394. 


ss 


... After considerable study, the Committee has concluded 
that existing Rule 394 constitutes a practical prohibition 
on trading ‘off the Exchange’ which should be abrogated. 


“The Committee’s condemnation of existing Rule 394 does 
not constitute a determination that any rule of an exchange 
which places limitations on a member's ability to select 
markets cannot be justified. There may be circumstances 
pursuant to which exchange-imposed limitations designed 
to assure protection of public orders may be supported as 
necessary to insure the integrity of the pricing mechanism 
of the auction market and thus be found valid. In such 
instances a legitimate concern of the exchange community 
may be found to coincide with the public interest. 16/ 


S. 249 and H.R. 4111 passed the Senate and the House on 
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April 17, 1975, and April 24, 1975, respectively. The Con- 
ference Committee on these two bills generally adopted the 
provisions of the Senate Bill concerning the Commission’s 
obligation to remove existing burdens on competition and 
to refrain from imposing, or permitting to be imposed, any 
competitive restraint neither necessary or appropriate in 
furtherance of the purposes of the Act. 17/ Significantly, 
however, the Conference Committee adopted a specific pro- 
vision (§11A(c)(4)(A) of the Act) for review of exchange 
rules which limit or condition the ability of members to 
effect transactions otherwise than on such exchanges. 


ss 


1/ Subcommittee on Commerce and Finance, House Com- 
mittee on Interstate and Foreign Commerce, Securities 
Industry Study Report, H.R. No. 92-1519, 92d Cong., 2d 
Sess. (1972). 


2/ Subcommittee on Securities, Senate Committee on 
Banking, Housing and Urban Affairs, Securities Industry 
Study Report, S. Doc. No. 93-13, 93d Cong., 1st Sess. 
(1973). 

3/ Id. at 96. 

4/ Id. at 105. 


5/ S. 249, §27(b), 94th Cong., 1st Sess. (1975). See also 
id., $4. 


6/ Senate Committee on Banking, Housing and Urban 
Affairs, Report on the Securities Acts Amendments of 
1975 to Accompany S. 249, S. Rep. No. 94-75, 94th 
Cong., 1st Sess. 12 (1975). 

7/ Id. at 13. 

8/ Id. at 12. 


9/ Id. 


10/ Subcommittee on Commerce and Finance, House Com- 


mittee on Foreign Commerce, Securities Industry Study 
Report, H.R. Rep. 92-1519, 92d Cong., 2d Sess. viii (1972). 


11/ Id. at 127. 
12/ H.R. 10, 94th Cong., 1st Sess. (1975). 


13/ House Committee on Interstate and Foreign Com- 
merce, Report on the Securities Reform Act of 1975 to 
Accompany H.R. 4111, H.R. Rep. No. 94-123, 94th 
Cong., 1st Sess. 47-8 (1975). 


14/ H.R. 4111, §501, 94th Cong., 1st Sess. (1975). H.R. 
4111, which contained identical provisions with respect to 
the development of a national market system, as did H.R. 
10, was introduced on March 3, 1975. 
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15/ House Committee on Interstate and Foreign Com- 
merce, Report on the Securities Reform Act of 1975 to 
Accompany H.R. 4111, H.R. Rep. 94-123, 94th Cong., 
1st Sess., 93-5 (1975). 


16/ Id, at 93-4. 


17/ Committee of Conference, Conference Report to 
Accompany S. 249, H.R. Rep. No. 94-229, 94th Cong., 
1st Sess. 95 (1975). 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11943/December 19, 1975 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 
New York, New York 10005 


(SR-NYSE-75-8) 
ORDER DISAPPROVING PROPOSED RULE CHANGE 


The New York Stock Exchange; Inc. (““NYSE”’) submitted 
on October 24, 1975 a proposed rule change (the ““New 
NYSE Rule”) under Rule 19b-4 to replace the NYSE’s cur- 
rent Rule 394 which limits the ability of NYSE members 
to effect transactions otherwise than on an exchange. 


Publication of the submission was made in the Federal 
Register on November 14, 1975 (40 FR 53085) 1/ and 
interested persons were invited to submit written data, 
views and arguments concerning the submission by Novem- 
ber 29, 1975. 


The New NYSE Rule has been considered by the Commis- 
sion in conjunction with its proceeding, initiated on 
September 2, 1975 and concluded today, under Section 
19(c) of the Securities Exchange Act of 1934 (the “Act”’), 
concerning rules of national securities exchanges which 
limit or condition the ability of members to effect trans- 
actions in securities listed or admitted to unlisted trading 
privileges on such exchanges otherwise than on such ex- 
changes (“off-board trading rules”). 2/ 


As a result of that proceeding, the Commission has adopted 
today Rule 19c-1 under the Act, which prohibits, after 
January 2, 1977, all off-board trading rules which impose, 
directly or indirectly, any requirements, limitations or 
restrictions on members of national securities exchanges 
with respect to the execution of agency orders over-the- 
counter with a third market maker or nonmember block 
positioner, and, after March 31, 1976 and until that date, 
permits exchanges to limit or condition each transaction 
only to the extent specified in that Rule. 


~~, 
~ 
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In light of the adoption of Rule 19c-1, the Commission is 
unable to find that the New NYSE Rule is consistent with 
the requirements of the Act and the rules and regulations 
thereunder applicable to national securities exchanges, and 
in particular the requirements of Section 6 of the Act and 
the rules and regulations thereunder. 


IT iS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change refer- 
enced above be, and it hereby is, disapproved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ See also Securities Exchange Act Release No. 11815 
(November 10, 1975). 


2/ In initiating that proceeding, the Commission deter- 
mined that such rules impose burdens on competition, and 
gave notice that it was considering abrogating or amending 
any such rule which did not appear to be necessary or 
appropriate in furtherance of the purposes of the Act. In 
conjunction with that proceeding, the Commission held 
oral hearings, On October 22, 1975, the NYSE introduced 
the New NYSE Rule in connection with its testimony at 
those hearings. See Securities and Exchange Commission 
File No. 4-180. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11944/December 19, 1975 


The Securities and Exchange Commission has ordered the 
institution of public administrative proceedings against 
Scofield Securities, Inc., a Washington corporation, En- 
vironmental Research and Development Corp., John Con- 
nelly Evans, Patrick Tammany Easter and George of 
Scofield. Scofield Securities, Inc., is registered with the 
Commission as a broker-dealer and is wholly owned by 
Environmental Research and Development Corp. The pro- 
ceedings are based on allegations by the staff that respond- 
ents wilfully violated and wilfully aided and abetted viola- 
tions of certain recordkeeping and reporting provisions 
under the Securities Exchange Act of 1934 in connection 
with the brokerage business of Scofield. 


A hearing will be scheduled by further order to take evi- 
dence on the staff charges and to afford the respondents an 
opportunity to offer any defenses thereto, for the purpose 
of determining whether the allegations are true, and if so, 
whether any action of remedial nature is necessary or 
appropriate in the public interest. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11945/December 22, 1975 


The Securities and Exchange Commission announced pur- 
suant to Section 12(k) of the Securities Exchange Act of 
1934 (“Exchange Act’) the termination of the suspension 
of trading at midnight (EST) on December 22, 1975 in the 
securities of Industries International, Inc. (“Industries”), a 
Colorado corporation with principal executive offices 
formerly located at 2701 Titan, Littleton, Colorado. 


The Commission initiated the suspension of trading in 
Industries’ securities on March 28, 1973 at the request of 
the company and in light of the lack of reliable public 
information concerning the financial condition and opera- 
tions of the company filed with the Commission or avail- 
able to the investing public. 


Industries is currently undergoing bankruptcy proceedings 
under Chapter X of the Bankruptcy Act which are expected 
to be concluded in January 1976. The trustee in bank- 
ruptcy has informed the Commission that Industries’ assets 
have been sold and that there is currently no accurate or 
adequate financial information available concerning the 
company. 


The Commission cautions broker-dealers, shareholders, and 
prospective purchasers that they should carefully consider 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no quota- 
tion may be entered unless and until they have strictly com- 
plied with all of the provisions of said rule. If any broker or 
dealer has any questions as to whether or not he has com- 
plied with said rule, he should not enter any quotation but 
immediately contact the staff of the Division of Enforce- 
ment in Washington, D.C. If any broker or dealer is uncer- 
tain as to what is required by Rule 15c2-11, he should 
refrain from entering quotations relating to the securities 

in question until such time as he has familiarized himself 
with said rule and is certain that all of its provisions have 
been met. If any broker or dealer enters any quotation 
which is in violation of said rule, the Commission will con- 
sider the need for prompt enforcement action. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11946/December 22, 1975 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 493/December 22, 1975 


Admin. Proc. File No. 3-2572 
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In the Matter of 


COLLINS SECURITIES CORPORATION 
26 Beaver Street 

New York, New York 

(8-8882) (801-3998) 


TIMOTHY COLLINS 


VERN D. KORNELSEN 
2540 First National Bank Building 
Denver, Colorado 


REVISION IN THE COMMISSION’S OPINION 


The Commission has revised its opinion in this matter by 
striking therefrom the last sentence on page 10 of Securi- 
ties Exchange Act Release No. 11766, Investment Advisers 
Act Release No. 484 (October 23, 1975). (This is the last 
sentence in the first full paragraph on page 250 of 8 SEC 
Docket.) The following has been substituted in place and 
instead of the deleted sentence: 


“The Securities Act of 1933 raised no serious problem. 
Collins claims to have been eager to purchase for registrant's 
investment account. Hence registrant might not have ~ 
averse to holding its privately placed Big Horn shares for a 
period long enough to demonstrate that those shares were 
taken with bona fide investment intent. 


“If registrant found that prospect unenticing, there was a 
way out. Big Horn already had an effective and a recently 
amended registration statement on file. 8a/ Absent highly 
unusual circumstances, it would have been quite simple to 
update the prospectus protion of that registration state- 
ment, add a description of the proposed sale to registrant 
plus an appropriate undertaking to file a post-effective 
amendment or amendments 8b/ relating to registrant's 
resales to the public, 8c/ and file that package as a new 
registration statement. 8d/ The labor involved would have 
been far from onerous. And it would not have taken long 
for the filing to become effective. 8e/ ”’ 


George A. Fitzsimmons 
Secretary 


8a/ Since that statement had already become effective, it 
could not have been amended to increase the quantity of 
shares registered. See Rule 413 under the Securities Act. 
See also 1 Loss, Securities Regulation 296-299 (2d ed. 
1961). 


8b/ Big Horn already had considerable experience with 
post-effective amendments. 


8c/ See the form of undertaking set forth in paragraph 10 


of Securities Act Release No. 4936, Guides for Preparation 
and Filing of Registration Statements (December 9, 1968). 
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8d/ There would have been no need to refile the exhibits 
that had already been filed in connection with the effective 
registration statement. Rule 411 would have permitted 
their incorporation by reference. 


8e/ A registration statement parallel to another one that 
has recently become effective, or that has recently been 
post-effectively amended, is normally reviewed and de- 
clared effective with great expedition. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11947/December 23, 1975 


In the Matter of 


THE OPTIONS CLEARING CORPORATION 
Chicago, Illinois 


(SR-OCC-75-1) 


UnDER APPROVING PROPOSED RULE CHANGE 
SUBM.'TTED BY THE OPTIONS CLEARING 
C2IRPUNATION IN REGARD TO OPTIONS 
CLEARING CORPORATION RULE 913 RESPECTING 
SETTLEMENT THROUGH A CORRESPONDENT 
CLEARING CORPORATION 


On October 29, 1975, The Options Clearing Corporation 
(“OCC”) submitted proposed changes to OCC Rule 913(a) 
pursuant to Rule 19b-4 under the Securities Exchange Act 
of 1934, 15 U.S.C. 78(s) (“the Act”). 


In accordance with Section 19(b) of the Act and Rule 
19b-4 thereunder, the rule change was published in the 
Federal Register (40 Fed. Reg. 52987, November 13, 
1975) and the public was invited to comment thereon. 
Notice of the filing and an invitation for comments also 
appeared in the SEC Docket on November 25, 1975 
(Securities Exchange Act Release No. 11810, November 7, 
1975). No letters of comment were received. 


As described in Securities Exchange Act Release No. 
11810, the rule change eliminates the requirement that 
delivery advices issued by OCC to exercising and assigned 
Clearing Members provide the name and address of the 
other party to the exercise in cases where settlement is to 
be made through a correspondent clearing corporation and 
eliminates the requirement that copies of delivery advices 
be issued to such correspondent clearing corporations. 


The Commission has reviewed the proposed rule change 
and finds that it is consistent with the requirements of the 
Act and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the rule change referenced above, 
be, and hereby is, approved. 









’ 
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For the Commission, by the Division of Market Regulation, 


) pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11948/December 23, 1975 


In the Matter of 


PACIFIC STOCK EXCHANGE 
301 Pine Street 
San Francisco, California 94104 


(SR-PSE-75-7) 
ORDER APPROVING PROPOSED RULE CHANGE 


On November 11, 1975, the Pacific Stock Exchange 
(“PSE”) filed with the Commission, pursuant to Section 
19(b) of the Securities Exchange Act of 1934 (the ““Act’’), 
as amended by the Securities Acts Amendments of 1975, 
and Rule 19b-4 thereunder, copies of a proposed rule 
change. The proposed rule change would (i) prohibit the 
imposition of floor brokerage with respect to round-lot 

§ limit orders éxecuted through COMEX, the automatic 
execution system operated by the PSE, and (ii) expand the 
COMEX system to make executions through COMEX 
available for orders up to 300 shares. 


Notice of the proposed rule change together with the terms 
of substance of the proposed rule change was given by 
publication of a Commission Release (Securities Exchange 
Act Release No. 11828, (November 14, 1975) ) and by 
publication in the Federal Register (40 Fed. Reg. 53638 
(November 19, 1975) ). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the rules 
and regulations thereunder applicable to national securities 
exchanges, and in particular, the requirements of Section 6 
of the Act and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on November 11, 1975, be, and it 
hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


— 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11949/December 23, 1975 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY DETROIT STOCK EXCHANGE 


File No. SR-DSE-75-2 


The Detroit Stock Exchange submitted on December 15, 
1975 a proposed rule change under Rule 19b-4 to effect 
changes in Officer designations and responsibilities. 


The foregoing rule change has become effective, pursuant 
to Section 19(b)(3)(A) of the Securities Exchange Act of 
1934. At any time within sixty days of the filing of such 
proposed rule change, the Commission may summarily 
abrogate such rule change if it appears to the Commission 
that such action is necessary or appropriate in the public 
interest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Securities Exchange Act 
of 1934. 


Publication of the submission is expected to be made in the 
Federal Register during the week of December 29, 1975. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within 30 days 
from the date of publication in the Federal Register. Per- 
sons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North Capitol 
Street, Washington, D.C. 20549. Reference should be made 
to File No. SR-DSE-75-2. 


Copies of the submission arid of all written comments will 
be available for inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11950/December 23, 1975 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY MIDWEST STOCK EXCHANGE 


File No. SR-MSE-75-7 
The Midwest Stock Exchange, Inc. submitted on December 
17, 1975 a proposed rule change under Rule 19b-4 to 


limit the liability of specialists on split orders when a timely 
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report of the New York Stock Exchange execution price 
does not arrive. 


Publication of the submission is expected to be made in the 
Federal Register during the week of December 29, 1975. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings 
to determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit writ- 
ten data, views and arguments concerning the submission 
within 30 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-MSE-75-7. 


Copies of the submission and of all written comments will 
be available for inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Divisioi: of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT 
OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19301/December 17, 1975 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
MIDDLE SOUTH ENERGY, INC. 
New Orleans, Louisiana 


(70-5647) 


SUPPLEMENTAL ORDER EXTENDING TIME FOR 
THE ISSUANCE AND SALE OF COMMON STOCK BY 
SUBSIDIARY COMPANY TO HOLDING COMPANY 


Middle South Utilities, Inc. (“Middle South”), a registered 
holding company, and Middle South Energy, Inc. 
(“MSE!”), a subsidiary company of Middle South, have 
filed with this Commission a post-effective amendment to 
the previously amended application-declaration in this 
proceeding pursuant to Sections 6(a), 7, 9(a), 10 and 12(f) 
of the Public Utility Holding Company Act of 1935 
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(“Act’’) and Rules 43 and 50(a)(3) promulgated there- 
under regarding the following proposed transactions. 


By order in this proceeding dated August 19, 1975 
(HCAR No. 19134), MSEI was authorized to issue and sell 
to Middle South, and Middle South was authorized to 
acquire, from time to time through and including Decem- 
ber 31, 1975, 25,000 shares of its common stock, no par 
value, at a price of $1,000 per share for an aggregate pur- 
chase price of $25,000,000. Middle South and MSE be- 
lieved it to be preferable for the new common stock to be 
sold at times coinciding with MSEI's cash needs, which are 
primarily determined by the nature and pace of the con- 
struction work on its Grand Gulf Nuclear Electric Station 
near Vicksburg, Mississippi. Sales occurred on the dates 
and in the amounts as follows: October 24, 1975 - 2,000 
shares; November 7, 1975 - 3,000 shares; November 21, 
1975 - 9,000 shares. As of December 31, 1975, MSEI may 
not have issued and sold the remaining 11,000 shares of 
authorized new common stock. Accordingly, it has been 
requested that the Commission extend the period during 
which such remaining 11,000 shares of new common stock 
may be sold through and including January 31, 1976. In all 
other respects the transactions remain unchanged. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that said 
post-effective amendment, be granted and permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said post-effective 
amendment, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and con- 
ditions of Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19302/December 17, 1975 


In the Matter of 
NEW ENGLAND POWER COMPANY 


NEW ENGLAND ELECTRIC SYSTEM 
Westborough, Massachusetts 01581 
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» (70-5755) 


ORDER AUTHORIZING INCREASE IN SUBSIDIARY’S 
COMMON STOCK AND ISSUANCE AND SALE OF 
COMMON STOCK BY SUBSIDIARY TO 

HOLDING COMPANY 


New England Electric System (“NEES”), a registered hold- 
ing company, and New England Power Company (“‘NEP- 
CO”), its electric utility subsidiary company, have filed an 
application-declaration and an amendment thereto with 

this Commission pursuant to Sections 6(a), 7, 9(a), 10 and 
12 of the Public Utility Holding Company Act of 1935 
(“Act”) and Rules 42 and 50(a)(3) promulgated thereunder 
regarding the following proposed transaction. 


NEPCO proposes to authorize, issue and sell to NEES, its 
parent, and NEES proposes to purchase from NEPCO, 
625,000 shares of its $20 par value common stock at a 
price per share of $40, for a total cash consideration of 
$25,000,000. 


NEPCO also proposes to increase its authorized number of 
shares of common stock ($20 par value) from 5,824,896 
to 6,449,896 to provide for the proposed sale to NEES. 


The proceeds from the sale of the additional common stock 


will be applied to the payment of outstanding short-term 
promissory notes of NEPCO issued to pay for capitalizable 


expenditures or to the reimbursement of its treasury there- 
of. It is expected that short-term promissory notes out- 
standing pursuant to Commission authorization will 
aggregate approximately $30,000,000 to $35,000,000 at 
the time of issue and sale of the common stock. 


The fees and expenses to be paid by NEPCO and NEES are 
estimated at $4,650 and $200, respectively, including 
service fees at cost, of New England Power Service Com- 
pany, a wholly-owned subsidiary of NEES, of $1,000 for 
NEPCO and $200 for NEES. The Massachusetts Depart- 
ment of Public Utilities, the New Hampshire Public Utilities 
Commission and the Vermont Public Service Board have 
authorized, and the Connecticut Public Utilities Commis- 
sion has issued a waiver of approval for, the proposed issue 
and sale of the additional common stock by NEPCO. No 
other state commission and no federal commission, other 
than this Commission, has jurisdiction over the proposed 
transaction. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promul- 
gated under the Act (HCAR No. 19241), and no hearing 
has been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest and in 
the interest of investors and consumers that said applica- 
tion-declaration, as amended, be granted and permitted to 


become effective: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended, be, and it hereby is, granted and per- 
mitted to become effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19303/December 17, 1975 


In the Matter of 


APPALACHIAN POWER COMPANY 
Roanoke, Virginia 24009 


(70-5503) 
ORDER RELEASING JURISDICTION 


Appalachian Power Company (““Appalachian’’), an electric 
utility subsidiary company of American Electric Power 
Company, inc., a registered holding company, has filed 
further post-effective amendments to its application-declara- 
tion previously filed in this matter with this Commission 
pursuant to Sections 9(a), 10, and 12(d) of the Public 
Utility Holding Company Act of 1935 (“Act’’) and Rule 
44(b)(3) promulgated thereunder regarding the following 
proposed transaction. 


By orders dated December 10, 1974 and December 27, 
1974 (HCAR Nos. 18703 and 18736), Appalachian was 
authorized to enter into an agreement of sale (‘’Agree- 
ment’) with the Industrial Development Authority of Rus- 
sel County, Virginia (““Authority’’) to construct and equip 
certain high efficiency electrostatic precipitators (the 
“Project’’) for particulate emission control and related 
facilities (“facilities”) at its Glen Lyn and Clinch River 
Plants. To finance the project, the Agreement provided that 
the Authority would issue pollution control revenue bonds 
(“Revenue Bonds”) in principal amount not to exceed 
$45,000,000. Revenue Bonds in the principal amount of 
$24,000,000 have been issued pursuant to the aforesaid 
order of December 27, 1974. Jurisdiction was reserved 
with respect to the payment of the purchase price of the 
facilities by installment payments insofar as such payments 
are effected by the issue and sale of additional revenue 
bonds under the Agreement. 


By post-effective amendments filed in this proceeding, it is 
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proposed that the Authority issue additional Revenue 
Bonds (“additional bonds’’) in the aggregate principal 
amount of up to $17,000,000. 


The Authority has determined to issue and sell the addi- 
tional bonds pursuant to arrangements with a group of 
underwriters represented by Blyth Eastman Dillon & Co., 
Inc. and Wheat, First Securities, Inc. The additional bonds 
will mature and bear interest at the rates and will be issued 
in the principal amounts as follows: 





INTEREST 
AMOUNT RATE MATURITY 
$6,000,000 8% 1980 
$5,000,000 9% 1985 
$6,000,000 10% 2000 


As a result of underwriting discounts and commissions, the 
Authority will receive 96.97% of the principal amount of 

the additional bonds, and thus the effective cost of money 
to the Authority will be approximately 9.74% per annum. 


The additional bonds will be dated December 1, 1975, and 
will bear interest semi-annually. The additional bonds 
maturing in 2000 are subject to a manditory redemption in 
satisfaction of sinking fund provisions which, together with 
the bonds maturing in 1980 and 1985, will cause at least 
79% of the additional bonds to be redeemed prior to 
maturity. 


The proceeds of the sale of the additional bonds will be 
deposited with the Trustee and applied to the payment of 
the cost of construction of the Project. Appalachian ex- 
pects that at least $16,320,000 of the proceeds from the 
sale of the additional bonds will be deposited in the con- 
struction fund pursuant to the Agreement and will be avail- 
able to reimburse Appalachian for amounts previously ex- 
pended for construction under the Agreement. 


Fees and expenses to be incurred by Appalachian in con- 
nection with the proposed issuance and sale of the addi- 
tional bonds are estimated at $32,000, including legal fees 
of $30,000. The State Corporation Commission of Virginia 
has authorized the proposed issuance of the additional 
bonds and no other state commission, and no federal com- 
mission, other than this Commission, has jurisdiction over 
the proposed transaction. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and rules promul- 
gated thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public inter- 
est and in the interest of investors and consumers that said 
application-declaration, as further amended by said post- 
effective amendments, be granted and permitted to become 
effective: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
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tion, as further amended by said post-effective amendments, 


be, and it hereby is, granted and permitted to become ef- 
fective forthwith, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act. 


IT IS FURTHER ORDERED that jurisdiction previously 
reserved in this proceeding be, and it hereby is, released. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19304/December 17, 1975 


In the Matter of 


MONONGAHELA POWER COMPANY 
Fairmont, West Virginia 


(70-5739) 


ORDER RELEASING JURISDICTION 


By order dated November 26, 1975, (HCAR No. 19268), 4 


Monongahela Power Company (“Monongahela”), an 
electric utility subsidiary company of Allegheny Power 
System, Inc., a registered holding company, was authorized 
to conduct Certain transactions related to financing the 
construction of pollution control facilities at its Rivesville, 
Albright and Willow Island generating stations located, 
respectively, in Marion, Preston and Pleasants Counties, 
West Virginia. In connection therewith, the Commissions 
of the three counties (““County Commissions”) are issuing 
tax-exempt pollution control revenue bonds (“Bonds”) in 
such principal amounts as will aggregate no more than 


$21,000,000. 


In the order of November 26, 1975, jurisdiction was 
reserved with respect to the semi-annual installment pay- 
ment obligations to be undertaken by Monongahela pur- 
suant to installment sales agreements with the County 
Commissions, insofar as such payments are affected by the 
effective interest rates of the Bonds. Monongahela has filed 
a post-effective amendment in this proceeding informing 
the Commission that the County Commissions have com- 
pleted arrangements for the sale of the Bonds and that the 
Bonds will bear interest semi-annually at the rate of 8%4% 
per annum. As a result of underwriting discounts and com- 
missions, the County Commissions will receive 97.15% of 
par; thus the effective cost of money to the County Com- 
missions will be 8.749%. 


Upon the basis of the facts in the record, amended as 
indicated above, it is hereby found that the applicable 
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standards of the Public Utility Holding Company Act of 
1935 and of the rules promulgated thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that the jurisdiction heretofore 
reserved with respect to Monongahela’s installment pay- 
ment obligations as affected by the effective interest rate 
of the Bonds be released: 


IT IS ORDERED that said jurisdiction heretofore reserved 
be, and it hereby is, released. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19305/December 18, 1975 


In the Matter of 


NATIONAL FUEL GAS COMPANY 
30 Rockefeller Plaza 
New York, New York 10020 


NATIONAL FUEL GAS DISTRIBUTION 
CORPORATION 

10 Lafayette Square 

Buffalo, New York 14203 


(70-5778) 


NOTICE OF PROPOSED GUARANTEE BY A HOLDING 
COMPANY OF NOTES OF A NON-AFFILIATE; 
INDEMNITY AGREEMENT BETWEEN HOLDING 
COMPANY AND A SUBSIDIARY IN CONNECTION 
WITH SUCH GUARANTEE 


NOTICE IS HEREBY GIVEN that National Fuel Gas Com- 
pany (“National Fuel Gas’’), a registered holding company, 
and its wholly-owned subsidiary company, National Fuel 
Gas Distribution Corporation (“Distribution’”’) have filed a 
joint declaration with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 (““Act”’) 
designating Section 7, 12(b) and 12(f) of the Act and Rule 
45 promulgated thereunder as applicable to the proposed 
transactions. All interested persons are referred to the de- 
claration, which is summarized below, for a complete 
statement of the proposed transactions. 


It is proposed that National Fuel Gas will enter into a 
guarantee agreement (“guarantee agreement”’) with General 
Electric Credit Corporation (““GECC”) whereby National 
Fuel Gas will act as guarantor on a loan from GECC to 
Paragon Resources, Inc. (“Paragon’’), a supplier of natural 


gas to Distribution. National Fuel Gas will guarantee the 
payment of $6,000,000 in principal plus accrued and un- 
paid interest pursuant to a consolidated loan agreement 
(“consolidated loan agreement”) between GECC and 
Paragon. Upon execution of the consolidated loan agree- 
ment, the amounts outstanding under prior loans from 
GECC to Paragon totaling not more than $2,000,000 will 
be consolidated with the additional $6,000,000 being 
loaned by GECC to Paragon. In no event, however, will 
National Fuel Gas’ obligations to GECC pursuant to the 
guarantee agreement exceed $6,000,000 plus accrued and 
unpaid interest. The consolidated principal amount will be 
repaid in installments over a period of seven years from the 
date of execution of the consolidated loan agreement. 
Interest on the loan will be 3-5/8% above the higher of the 
prime rate or the 90 day commercial paper rate. Paragon 
will repay the installments of principal and interest due 
GECC under the consolidated loan agreement from reven- 
ues received under its supply contract with Distribution. 


National Fuel Gas’ obligations under the guarantee agree- 
ment will be subordinated to its obligations under its 
presently outstanding debentures and under any additional 
debentures issued pursuant to indentures substantially 
similar to those presently in effect. 


National Fuel Gas will be obligated, upon the occurrence 
of an event of default and the declaration by GECC that 
the outstanding principal amount of the consolidated note 
is due and payable, to pay upon demand by GECC the 
lesser of (a) $6,000,000 plus accrued and unpaid interest 
thereon or (b) the total amount of the guaranteed indebted- 
ness within five days of GECC’s demand for such payment. 
In the alternative, National Fuel Gas will have the right 
upon such demand by GECC to purchase Paragon’s then 
existing obligations to GECC for a price equal to the full 
amount of the guaranteed indebtedness. The guarantee 
agreement provides that upon either (1) the insolvency, 
reorganization, or liquidation of National Fuel Gas or 
similar specified event or (2) the occurrence of an event of 
default under any of National Fuel Gas’ indentures and the 
acceleration of indebtedness outstanding thereunder, the 
holders of the affected debentures shall be entitled to the 
payment in full of all principal and accrued interest before 
National Fuel Gas would be required to make any payment 
under the guarantee agreement. 


Among the other provisions of the guarantee agreement is 
a requirement that without consent of National Fuel Gas, 
there will be no additional advances to Paragon or amend- 
ments to the manner of calculating interest having the 
effect of increasing the interest rate. 


National Fuel Gas and Distribution further propose to 
enter into an indemnity agreement under which Distribu- 
tion will agree to indemnify National Fuel Gas against any 
expenses, liabilities, or damages which may be incurred in 
connection with the performance of National Fuel Gas of 
its obligations under the guarantee agreement and the 
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transactions contemplated thereunder. Upon such payment 
by Distribution, Distribution will be subrogated to the 
rights of National Fuel Gas against Paragon an.! all rights 
and property received by National Fuel Gas !vy virtue of 
such performance will, upon performance by Distribution 
of its obligations under the indemnity agreement, be trans- 
ferred or assigned to Distribution. 


The proceeds of the loan will be used by Paragon to provide 
funds for (1) payment of Paragon’s current accounts pay- 
able; (2) the purchase of additional steel pipes for wells 
drilled or to be drilled by Paragon; (3) payment of Paragon’s 
obligations under unproven leases; and (4) the acquisition 
of new mineral bases in New York and Pennsylvania. 


It is stated that the proposed transactions will promote the 
best interests of the National Fuel Gas System and its 
customers. To offset the substantial curtailments currently 
imposed by interstate gas pipeline suppliers further devel- 
opment of local gas reserves is necessary. Paragon accounts 
for approximately 80 percent of Distribution’s locally 
produced supply in western New York. 


The proposed transactions are therefore supporting a 
proven supplier whose production is assured to Distribu- 
tion through contract. The proposed transactions encour- 
age additional production without directly exposing either 
National Fuel Gas or Distribution to the risks inherent in 
drilling activities and the necessary large capital require- 
ments associated therewith. 


The fees and expenses to be incurred in connection with 
these transactions are estimated at $7,000, including legal 
fees of $5,000. It is stated that the Public Service Commis- 
sion of the State of New York and the Pennsylvania Public 
Utility Commission has jurisdiction over the proposed 
transactions. In addition the Public Utilities Commission 
of Ohio may have jurisdiction over the proposed trans- 
actions. No other State commission and no Federal com- 
mission other than this Commission has jurisdiction over 
the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 12, 1976, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by the filing which he desires to con- 
trovert; or he may request that he be notified if the Com- 
mission should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail (air mail if 
the person being served is located more than 500 miles 

from the point of mailing) upon the declarants at the above- 
stated address, and proof of service (by affidavit or, in 

case of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the declara- 
tion, as filed or as it may be amended, may be permitted to 
become effective as provided in Rule 23 of the General 
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Rules and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as pro- 
vided in Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will 
receive any notices or orders issued in this matter, including 
the date of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19306/December 19, 1975 


In the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 


(70-5754) 


ORDER AUTHORIZING PROPOSED AMENDMENT 
OF ARTICLES OF INCORPORATION WITH 
RESPECT TO SHAREHOLDERS’ PREEMPTIVE 
RIGHTS 


Ohio Edison Company (“Ohio Edison”), an electric utility 
company and a registered holding company, has filed a 
declaration, and amendments thereto, with this Commis- 
sion pursuant to Sections 6(a), 7 and 12(e) of the Public 
Utility Holding Company Act of 1935 (‘“Act’’) and Rule 
62 promulgated thereunder regarding the following pro- 
posed transaction. 


Under existing Dividend Reinvestment and Cash Payment 
Plans (‘“Existing Plans’’), participating Ohio Edison stock- 
holders can reinvest their dividends and/or certain limited 
amounts of cash to acquire additional shares of common 
stock, purchased for their accounts on the open market. 
Ohio Edison intends to replace the Existing Plans with a 
similar Plan (‘Replacement Plan’) under which Ohio 
Edison will issue and sell additional shares of its common 
stock directly to the participating stockholders, who would 
thereby be relieved of charges for brokerage commissions 
and other expenses necessarily incurred in the open market 
transactions under the Existing Plans. Ohio Edison antici- 
pates that this change would enhance its ability to obtain 
equity capital and would thereby reduce its need for other 
types of financing. It is stated, however, that absent an 
amendment of the current preemptive rights provisions of 
Ohio Edison’s Articles of Incorporation (“‘charter’’) the 
Replacement Plan cannot be implemented. 
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Accordingly, Ohio Edison proposes to amend the charter to 
except from the preemptive rights provisions the issue and 
sale of common stock to any Ohio Edison stockholder, 
including holders of preferred stock, pursuant to a plan 
under which participating stockholders can invest dividends 
or amounts of cash in Ohio Edison common stock. Ohio 
Edison intends to submit the proposed charter amendment 
to its stockholders for consideration and vote at a special 
meeting of stockholders scheduled to be held on December 
19, 1975. Approval of the proposed amendment requires 
the favorable vote of two-thirds of the shares of common 
stock outstanding. Ohio Edison is soliciting proxies from 
its common stockholders to obtain the requisite approval 
of the proposed charter amendment and to amend the 
Pension Plan of Ohio Edison employees. It is stated that if 
the proposed charter amendment is approved by the stock- 
holders, Ohio Edison will seek stockholder approval of the 
Replacement Plan and will request, by post-effective 
amendment, authorization from this Commission to issue 
and sell a specified number of shares of common stock pur- 
suant to such Plan. 


The record is incomplete as to the fees and expenses to be 
incurred in connection with the proposed transaction. It is 
stated that the proposed charter amendment is not subject 
to the consent or approval of any state or federal commis- 
sion other than this Commission. 


Due notice of the filing of said declaration has been given 

in the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19253), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
with respect to the proposed charter amendment and that 
no adverse findings are necessary; and that it is appropriate 
in the public interest and in the interest of investors and 
consumers that said declaration, as amended, insofar as it 
relates to the proposed charter amendment, be permitted 

to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration, as 
amended, insofar as it relates to the charter amendment, be 
and it hereby is, permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act and subject to the reservations 
of jurisdiction ordered below. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to: (1) the fees and ex- 
penses to be incurred by Ohio Edison in connection with 
the proposed transaction and (2) all transactions proposed 
in the declaration other than the proposed charter amend- 
ment. 


/ For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19307/December 22, 1975 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
New York, New York 


CNG RESEARCH COMPANY 
Pittsburg, Pennsylvania 


(70-5705) 


ORDER APPROVING PROPOSAL TO ACQUIRE A 
WHOLLY-OWNED RESEARCH AND DEVELOP- 
MENT SUBSIDIARY CORPORATION 


Consolidated Natural Gas Company (“Consolidated”), a 
registered holding company, and CNG Research Company 
(“CNG Research”’), which upon consummation of the 
transaction herein proposed will become a wholly owned 
subsidiary of Consolidated, have filed a joint application- 
declaration and amendments thereto with this Commission 
pursuant to Sections 6, 7, 9, 10 and 12 of the Public 
Utility Holding Company Act of 1935 (““Act’”’) and Rules 
43 and 45 promulgated thereunder as applicable to the 
following proposed transaction. 


CNG Research, a newly created Delaware corporation, will 
engage in research and development with respect to natural 
gas and substitute natural gas. At present, the Research 
Department of Consolidated Natural Gas Service Company 
(“Service Company”) is administering more than forty 
research projects. In some of these Consolidated has a 
proprietary interest ranging from 5% to 100%. Consolidated 
proposes to assign to CNG Research four proprietary 
research contracts which it is presently funding. Non- 
proprietary research contracts will be retained by the 
Service Company, which will continue to conduct research 
thereunder. All proprietary research will hereafter be con- 
ducted by CNG Research. 


CNG Research proposes (1) to engage generally in research 
and development, by contract or otherwise, with respect to 
processes and technology relating to production, augmenta- 
tion of supply, efficient use and conservation of natural 
and substitute natural gas; (2) to finance in whole or in 
part such research and development efforts; (3) to acquire 
or receive the benefits of rights, technology, processes, 
Patents, proprietary information and data to which it may 
be entitled under the terms of these contracts. 


The four contracts to be assigned to CNG Research by 
Consolidated require expenditures in 1975 in the aggregate 
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amount of $2,500,000. Two of these Contracts also impose 
minimum obligations over the years 1976-1979 of an 
aggregate amount of $600,000 per year. 


Consolidated proposes to acquire in 1975, for cash, 25,000 
shares of CNG Research’s common stock, par value $100 
per share, for $2,500,000 and, during each of the years 
1976-79, 6,000 such shares for $600,000. 


Applicants-declarants also request authorization for the 
initial acquisition, without additional investment, of any 
securities or proprietary interest in any company or busi- 
ness to which applicants-declarants may be entitled under 
the terms of the research and development contracts and 
to receive payments arising out of royalties, dividends or 
other considerations from the licensing or other disposition 
of any product or technology resulting from the research 
and development efforts herein described. In the event that 
the Commission institutes proceedings under Section 11(b) 
regarding the retainability of any security or interest thus 
ecquired, applicants-declarants if they so desire may be 
supplemental application seek approval of the acquisition 
pursuant to an exception under Section 9(c)(3). Any addi- 
tional investment or participation by CNG Research or any 
associate company or companies in the marketing or com- 
mercial exploitation of any such product or technology 
will not be undertaken except pursuant to such applications 
as may be required under the appropriate provisions of the 
Act or Rules thereunder. 


The fees and expenses to be incurred in connection with 
this transaction are estimated at $16,250, including legal 
fee of $9,500 (not including legal services performed on a 
cost basis by the Service Company). It is stated that no 
State commission and no Federal commission, other than 
this Commission, has jurisdiction over the proposed trans- 
action. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promul- 
gated under the Act (NCAR No. 19065), and no hearing 
has been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules thereunder 
are satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the 
interest of investors and consumers that said application- 
declaration, as amended, be granted and permitted to 
become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-déclara- 
tion, as amended, be, and it hereby is, granted and per- 
mitted to become effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19308/December 23, 1975 


In the Matter of 


THE SOUTHERN COMPANY 
Atlanta, Georgia 


(70-5630) 


SUPPLEMENTAL ORDER ALLOWING SHORT-TERM 
BORROWINGS FROM AN INSURANCE COMPANY 


The Southern Company (“Southern”’), a registered holding 
company, has filed a post-effective amendment to its previ- 
ously amended application-declaration with this Commis- 
sion pursuant to Sections 6(a), 7 and 12 of the Public 
Utility Holding Company Act of 1935 (““Act’’) and Rule 
45 promulgated thereunder as applicable to the proposed 
transactions. 


By order dated April 9, 1975 (HCAR No. 18924), the 
Commission, among other things, authorized Southern to 
issue and sell from time to time through March 31, 1976 
unsecured short-term notes in an aggregate principal 
amount not to exceed $115 million at any one time out- 
standing. At December 15, 1975, Southern had outstanding 
notes in an aggregate amount of $30,018,000. 


All borrowings under Southern’s authorization have been 


from banks under the terms of a revolving credit agreement. 


Southern now proposes to borrow, within the limits of its 
current authorization, up to $25 million from the Equit- 
able Life Assurance Society of the United States (“Equit- 
able’). Southern will issue a note to Equitable bearing 
interest at the rate of 9-7/8% per annum and maturing 
March 31, 1976. Southern will repay the note from the 
proceeds of permanent financing. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest and in 
the interest of investors and consumers that said post-effec- 
tive amendment be granted and permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said post-effective 

amendment be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula 
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tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 423/December 22, 1975 


The Securities and Exchange Commission has issued an 
order under the Trust Indenture Act (“Act’’) on applica- 
tion of Allied Products Corporation (‘‘Allied’’) that the 
trusteeship of Continental Illinois National Bank and Trust 
Company of Chicago (““Continental’’) under an indenture 
with Allied and two indentures with the respective 
municipalities of Olive Branch, Mississippi and Prattville, 
Alabama, is not so likely to involve a material conflict of 
interest as to make it necessary to disqualify Continental 
from acting as trustee. 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9086/December 16, 1975 


In the Matter of 


THE INVERNESS FUND, INC. 
345 Park Avenue 
New York, New York 10022 


(811-1603) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT COMPANY HAS CEASED 
TO BE AN INVESTMENT COMPANY 


On November 20, 1975, a notice was issued (Investment 
Company Act Release No. 9041) of an application filed on 
September 16, 1975 by The Inverness Fund, Inc., (““Ap- 
plicant”), registered under the Investment Company Act of 
1940 (“Act”) as an open-end, diversified management 
investment company, for an order of the Commission pur- 
suant to Section 8(f) of the Act declaring that Applicant 
has ceased to be an investment company as defined in the 
Act. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 


\ application would be issued as of course unless a hearing 


should be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 


The matter has been considered and it is found that Ap- 
plicant has ceased to be an investment company. Accord- 
ingly, 


IT IS ORDERED, pursuant to Section 8(f) of the Act, that 
the registration of The Inverness Fund, Inc., under the Act 
shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9087/December 17, 1975 


In the Matter of 


THE SIXTY-SEVEN TWENTY FUND, INC. 
2324 First Financial Tower 
Tampa, Florida 33602 


(811-2408) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT COMPANY HAS CEASED TO 
BE AN INVESTMENT COMPANY 


On November 20, 1975, a notice was issued (Investment 
Company Act Release No. 9043) of an application filed on 
May 12, 1975 by The Sixty-Seven Twenty Fund, Inc., 
(“Applicant”), registered under the Investment Company 
Act of 1940 (“Act’’) as an open-end, diversified manage- 
ment investment company, for an order of the Commission 
pursuant to Section 8(f) of the Act declaring that Applicant 
has ceased to be an investment company as defined in the 
Act. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 


The matter has been considered and it is found that Ap- 
plicant has ceased to be an investment company. Accord- 
ingly, 

IT IS ORDERED, pursuant to Section 8(f) of the Act, that 
the registration of The Sixty-Seven Twenty Fund, Inc., 
under the Act shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9088/December 19, 1975 


In the Matter of 


FIDUCIARY INCOME SHARES, INC. 
33 North High Street 
Columbus, Ohio 43215 


(811-1669) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT COMPANY HAS CEASED TO 
BE AN INVESTMENT COMPANY 


Fiduciary Income Shares, Inc. (‘‘Applicant’’), an open-end 
diversified management investment company registered 
under the Investment Company Act of 1940 (“Act”’), filed 
an application on October 1, 1975, pursuant to Section 
8(f) of the Act for an order of the Commission declaring 
that Applicant has ceased to be an investment company as 
defined in the Act. 


On November 21, 1975, a notice (Investment Company 
Act Release No. 9045) was issued of the filing of said 
application. The notice gave interested persons an oppor- 
tunity to request a hearing and stated that an order dispos- 
ing of the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a hearing. 


The matter has been considered, and it is found that Ap- 
plicant has ceased to be an investment company. Accord- 
ingly, 


IT 1S HEREBY ORDERED, pursuant to Section 8(f) of the 
Act, that the registration of Fiduciary Income Shares, Inc., 
shall cease to be in effect. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9089/December 19, 1975 


In the Matter of 

COMBINED SHARES, INC. 
Fidelity Mutual Life Bldg. 

South Penn Square 

Philadelphia, Pennsylvania 19101 


(811-1893) 
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ORDER TERMINATING REGISTRATION PURSUANT 
TO SECTION 8(f) OF THE ACT 


On November 21, 1975, a notice was issued (Investment 
Company Act Release No. 9047) stating that the Commis- 
sion proposed, pursuant to Section 8(f) of the Investment 
Company Act of 1940 (“‘Act’’), to declare by order upon 
its own motion that Combined Shares, Inc. (““Combined”) 
has ceased to be an investment company as defined in the 
Act. 


The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order terminating reg- 
istration would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed, 
and the Commission has nat ordered a hearing. 


The matter having been considered, it is found that Com- 
bined has ceased to be an investment company. Accord- 
ingly, 


IT IS HEREBY ORDERED, pursuant to Section 8(f) of the 
Act, that the registration of Combined Shares, Inc. under 
the Act shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant.to delegated authority. 


George A. Fitzsimmons 
Secretary 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9090/December 19, 1975 


In the Matter of 


THE AMERICAN GROUP COMPANIES FUND 
440 Lincoln Street 
Worcester, Massachusetts 01605 


(811-1643) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT COMPANY HAS CEASED TO 
BE AN INVESTMENT COMPANY 


The America Group Companies Fund (“‘Applicant”’), reg- 
istered under the Investment Company Act of 1940 (“Act”) 
as an open-end, non-diversified management investment 
company, filed an application on January 15, 1975, and an 
amendment thereto on October 1, 1975, pursuant to Sec- 
tion 8(f) of the Act, for an order of the Commission declar- 
ing that Applicant has ceased to be an investment company. 


On November 21, 1975, the Commission issued a notice of 
filing of said application (Investment Company Act Re- 
lease No. 9046). The notice gave interested persons an 
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opportunity to request a hearing and stated that an order 
disposing of the application would be issued as of course 
unless a hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a hear- 
ing. 


The matter has been considered and it is found that Ap- 
plicant has ceased to be an investment company. Accord- 
ingly, 

IT iS HEREBY ORDERED, pursuant to Section 8(f) of the 
Act, that the registration of The America Group Companies 
Fund shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
INVESTMENT COMPANY ACT OF 1940 
Release No. 9091/December 19, 1975 


In the Matter of 


FIDUCIARY EQUITY SHARES, INC. 
33 North High Street 


y Columbus, Ohio 43215 


(811-1665) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT COMPANY HAS CEASED TO 
BE AN INVESTMENT COMPANY 


Fiduciary Equity Shares, Inc. (“Applicant”), an open-end 
diversified management investment company registered 
under the Investment Company Act of 1940 (“Act”), filed 
an application on October 1, 1975, pursuant to Section 8(f) 
of the Act for an order of the Commission declaring that 
Applicant has ceased to be an investment company as 
defined in the Act. 


On November 21, 1975, a notice (Investment Company 

Act Release No. 9044) was issued of the filing of said ap- 
plication. The notice gave interested persons an opportuni- 
ty to request a hearing and stated that an order disposing of 
the application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found that Appli- 
cant has ceased to be an investment company. Accordingly, 


IT 1S HEREBY ORDERED, pursuant to Section 8(f) of the 
Act, that the registration of Fiduciary Equity Shares, Inc., 
shall cease to be in effect. 


For the Commission, by the Division of Investment Man- 


agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9092/December 19, 1975 


In the Matter of 


APPLIED CONCEPTS, INC. 

1345 Avenue of the Americas 
New York, New York 10019 
(811-2359) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT COMPANY HAS CEASED TO 
BE AN INVESTMENT COMPANY 


On November 21, 1975 a notice was issued (Investment 
Company Act Release No. 9050) of an application filed on 
May 8, 1974 and amended on February 14, 1975 and Aug- 
ust 1, 1975 by Applied Concepts, Inc. (“Applicant”), a 
diversified, closed-end management investment company 
registered under the Investment Company Act of 1940 
(the “Act’’), for an order of the Commission declaring that 
the Applicant has ceased to be an investment company as 
defined in the Act. The notice gave interested persons an 
opportunity to request a hearing and stated that an order 
disposing of the application might be issued on the basis of 
the information stated in the application. No request for a 
hearing has been filed and the Commission has not ordered 
a hearing. 


The matter having been considered, it is found that Appli- 
cant has ceased to be an investment company. 


IT 1S ORDERED, pursuant to Section 8(f) of the Act, that 
the registration of Applied Concepts, Inc. shall forthwith 
cease to be in effect. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9093/December 22, 1975 


In the Matter of 


FIRST NATIONAL CITY BANK 

CITICORP INVESTMENT MANAGEMENT, INC. 
399 Park Avenue 

New York, New York 

(801-9087) 
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ORDER PURSUANT TO SECTION 9(c) OF THE ACT 
EXEMPTING APPLICANTS FROM THE PROVISIONS 
OF SECTION 9(a) OF THE ACT 


First National City Bank (‘“F NCB”) filed an application 
pursuant to Section 9(c) of the Investment Company Act 
of 1940 (“the Act’’) on June 25, 1975 for an order perm- 
anently exempting FNCB and its affiliates from the provi- 
sions of Section 9(a) of the Act. 


On November 7, 1975, a notice was issued (Investment 
Company Act Release No. 9021) of the filing of the applica 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application might be issued on the basis of the information 
therein unless a hearing should be ordered. No request for a 
hearing has been filed and the Commission has not ordered 
a hearing. 


The matter having been considered, it is found that the 
granting of the requested permanent exemption, pursuant 
to Section 9(c) of the Act, from the provisions of Section 
9(a) of the Act as noted below is appropriate in the public 
interest and consistent with the protection of investors and 
the purposes fairly intended by the policy and provisions 
of the Act. 


IT iS ORDERED pursuant to Section 9(c) of the Act that 
FNCB and its affiliates, including Citicorp Investment Man- 
agement, Inc., are hereby permanently exempted from the 
provisions of Section 9(c) of the Act operative as a result of 
the entry of the injunction against the First National City 
Trust Company (Bahamas) Limited in Securities and Ex- 
change Commission v. Everest Management Corporation, 

et al., (71 Civ. 4932). 


By the Commission. 
George A. Fitzsimmons 
Secretary 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9094/December 23, 1975 


In the Matter of 


AETNA VARIABLE ANNUITY LIFE INSURANCE 
COMPANY 

VARIABLE ANNUITY ACCOUNT C OF AETNA 
VARIABLE ANNUITY LIFE INSURANCE COMPANY 

and . 

VARIABLE ANNUITY ACCOUNT D OF AETNA 
VARIABLE ANNUITY LIFE INSURANCE COMPANY 

151 Farmington Avenue 

Hartford, Connecticut 06156 

(812-3875) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING A PROPOSED TRANSACTION FROM 
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SECTION 17(a) OF THE ACT 


AEtna Variable Annuity Life Insurance Company (“AVAR"), 


an Arkansas stock life insurance company, Variable Annui- 
ty Account C of AVAR (“Account C”), a separate account 
of AVAR registered under the Investment Company Act of 
1940 (“‘Act’’) as a unit investment trust, and Variable An- 
nuity Account D of AVAR (“Account D”), a separate ac- 
count of AVAR not registered under the Act because its 
assets are derived solely from contracts issued in connection 
with pension and profit-sharing plans described in Section 
3(c)(11) of the Act (collectively referred to as ‘‘Applicants’) 
filed an application on October 31, 1975, pursuant to Sec- 
tion 17(b) of the Act for an order of the Commission ex- 
empting the Applicants from the provisions Section 17(a) 
of the Act to the extent necessary to permit certain Ac- 
count D assets to be transferred to Account C and Account 
D liabilities to be assumed by Account C. 


On November 25, 1975, the Commission issued a notice of 
the filing of said application (Investment Company Act Re- 
lease No. 9052). The notice gave interested persons an op- 
portunity to request a hearing and stated that an order dis- 
posing of the application would be issued as of course un- 
less a hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a hear- 
ing. 


The matter having been considered, it is found on the basis 
of the information stated in the application, that the terms 
of the proposed transaction are reasonable and fair and do 
not involve overreaching on the part of any person con- 
cerned, that the proposed transaction is consistent with the 
policies of Account C and that it is consistent with the 
general purposes of the Act. 


IT iS ORDERED, pursuant to Section 17(b) of the Act, 
that the Applicants be exempted from the provisions of 
Section 17(a) of the Act to the extent necessary to permit 
certain Account D assets to be transferred to Account C 
and Account D liabilities to be assumed by Account D. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


INVESTMENT ADVISERS ACT OF 1940 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 493/December 22, 1975 

SEE 
SECURITIES EXCHANGE ACT OF 1934 
Release No. 11946/December 22, 1975 
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Litigation Release No. 7211/December 18, 1975 


SEC v. PARTNERSHIP MANAGEMENT ASSOCIATES, 
INC. et al. (N.D. IL. EASTERN DIV., 75 C 1659) 


William D. Goldsberry, Administrator of the Chicago Re- 
gional Office of the Securities and Exchange Commission, 
announced that on November 9, 1975, the Honorable 
Prentice H. Marshall, United States District Judge for the 
Northern District of Illinois, Eastern Division entered a 
final judgment of permanent injunction against John Alan 
McElwain of Hinsdale, Illinois permanently enjoining John 
Alan McElwain from violations of the anti-fraud provisions 
of the Federal securities laws in the offer and sale of securi- 
ties, namely limited partnership interests. 


The Defendant consented to the above judgment without 
admitting or denying the allegations of the Commission’s 
complaint. 


Litigation Release No. 7212/December 18, 1975 


SEC v. GEORGE H. McQUEEN AND JOYCE E. KILBURN 
COLEMAN (NORTHERN DISTRICT OF INDIANA, 
SOUTH BEND DIVISION, CIVIL NO. S75-205) 


William D. Goldsberry, Administrator of the Chicago Re- 
gional Office of the Securities and Exchange Commission, 
announced that on December 11, 1975, a Complaint was 
filed in the United States District Court for the Northern 
District of Indiana, South Bend Division, seeking to enjoin 
George H. McQueen and Joyce E. Kilburn Coleman from 
violations of the registration and anti-fraud provisions of 
the Federal securities laws. 


The Commission alleged in its Complaint that McQueen and 
Coleman have been offering for sale and selling securities, 
namely, debentures of G&E Religious and Educational 
Broadcasting Corporation, an Indiana corporation. The 
Complaint further alleged that in the offer and sale of said 
securities, the defendants made untrue statements of ma- 
terial facts and omitted to state material facts concerning 
among other things the safety and security of an invest- 
ment in the aforesaid securities of G&E Religious and 
Educational Broadcasting Corporation, the application and 
use of proceeds from the sales of said securities, the willing- 
ness and ability of G&E Religious Broadcasting Corporation 
to repurchase its debentures upon request and the misap- 
plication and diversion of funds realized from the sale of 
G&E Religious and Educational Broadcasting Corporation 
debentures. 

; 
Contemporaneously with the filing of this action, McQueen 
consented, without admitting or denying the allegations in 
the Commission’s Complaint, to the entry of a judgment 


granting the relief requested by the Commission in its 
Complaint. The injunctive action against Coleman is still 
pending. 


Litigation Release No. 7213/December 23, 1975 


SEC v. JOHN F. ARENS, et al. 
(D.C., Civil Action No. 75-1214) 


Paul F. Leonard, Administrator of the Washington Regional 
Office, announced that on December 16, 1975, the Honora- 
ble John Lewis Smith, Jr., United States District Judge for 
the District of Columbia, entered a Final Judgment of perm- 
anent injunction against W. Lyles Carr, Jr. of St. Michaels, 
Maryland. 


The order to which the defendant consented, without ad- 
mitting or denying the allegations contained in the Com- 
mission’s complaint, enjoins the defendant from violations 
of the anti-fraud provisions of the federal securities laws in 
connection with the offer and sale of securities, namely 
fractional undivided oil and gas interests or any other 
securities. 


In its complaint the Commission alleged that the defendant 
made material misrepresentations to investors and omitted 
to state material facts concerning: (1) past production his- 
tory of the drilling programs; (2) the establishment of 
escrow bank accounts; (3) the failure to drill six wells; (4) 
the commingling of investors’ monies; and (5) the use to be 
made of investors’ monies. 


For further information see Litigation Release Nos. 7020 
and 7024. 


Litigation Release No. 7214/December 23, 1975 
SEC v. WESTINGHOUSE ELECTRIC CORPORATION 
Civ. No. 75-3972 (MEL) 


The Securities and Exchange Commission announced that 
on December 23, 1975 the Honorable Morris E. Lasker, 
United States District Judge for the Southern District of 
New York, issued a final judgment of permanent injunction 
against Westinghouse Electric Corporation (‘Westinghouse’). 


Westinghouse consented to the issuance of a final judgment 
of permanent injunction without admitting or denying any 
of the allegations of the Commission’s complaint, which 
charged Westinghouse with issuing false statements con- 
cerning Westinghouse’s major appliance division and with 
purchasing Westinghouse securities while in possession of 
material non-public information concerning the major ap- 
pliance division. 


The final judgment permanently enjoins Westinghouse from 
future violations of Section 10(b) of the Securities Ex- 
change Act (“Exchange Act’’) and Rule 10b-5 thereunder, 
and orders the following: Westinghouse shall maintain an 
independent trustee to implement purchases for all of its 
employee stock plans; Westinghouse shall adopt procedures 
with regard to the issuance and prior review of written pub- 
lic announcements and other contacts with the press and 
financial community reasonably designed to prevent viola- 
tions of Section 10(b) of the Exchange Act and Rule 10b-5; 
and Westinghouse shall adopt procedures reasonably de- 
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signed to prevent Westinghouse’s purchase or sale of West- 
inghouse securities while in possession of material non- 
public information concerning Westinghouse. 
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